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1948 IN BRIEF

FPOM 8010 O a8, e $2,109,928
From Other Gas RevenUes. . .. . e 27,027
From Interest, Rentals, @FC. ..o 2,235

$2,139,190

THE YEAR'S EXPENSES AND APPROPRIATIONS
Te Serve 30,700 Utility Castomers
For Employee Services
Operating Payrolls ... e $ 548,522
Average Number of Operating Employees—205
Social Security TaX®S. .. . et
Company Payments Toward Federal Pensions and Unemployment Insurance
PRBUPGNCE e e e et et et em e e s e e en e e s e ee e e 5.338
Portion of Employees’ Group Insurance Paid by the Company

7,795

$ 561,655
For Other Operation and Mainfenance Expense
Cost of Gas Purchased for Resale. ... $ 366,226
2,724,980 M.C.F. of Gas Purchasad (average 1,045 Btu) .
Other Materials, Supplies, and Expenses.................. ... 101,901
A Muitiplicity of Isems Needed to Run the Sysiem
Property Losses Chargeable to Operations ... 229,494
Amortization of Loss om Sale of Coke Oven Plan:
For Future Retirement of Property. ... eeees 131,728
Wear and Tear and Obsolescence of Propersies .
MiIseollonBous . et st 67,934
Including Conversion Expense and Miscellaneous Interess Payments
$ 897,483
Required for Goverameat
State, Local, and Miscellaneous Taxes (Excluding Social Security Toxes)........................ $ 119396
Mostly Reel Estate and Personal Property
Federal Income Taxes—After Applying $187,446 Against the Coke Oven Plant Sale Loss...... 59,645
| $ 179,041
For Use of Security Holders' Money
Interest on Mortgage Bonds . ... .. ... e e e $ 130,433
$3,069,000 Ouxtstanding at Year End
Dividend to Sharsholders of $1.35 per Share.......... .. . . . e 181,379
134,353 Sheves Held by 2,061 Sharebolders at Year End R TINT

Money Left in the Busivess

Amount Remaining After All Expenses and Appropriations........._ . $ 189,199

Needed for Expansion of Service to Customers and Osber Corporste Purposes T$2.139.190
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FINANCIAL
OPERATIONS

~

Revenues and Expenses: The following discussion re-
lates to the more important items of our Income Ac-
counts on page 12:

Gross revenues for 1948 were $2,136,9%5, an in-
crease of $259,992, or 149, over 1947. The increase
in revenues was accompanied by a $77,663 rise in
total expenses (including all taxes). Operating ex-
penses for 1948 were $1,768,612. Increases by classes
of expense are explained below.

The cost of gas purchased plus the cost of standby
operadon at our production plants amounted to
$430,488, which was $49,727 below the comparative
figure for the year 1947, even though the gas seadout
was 509, higher in 1948 than in 1947. This decrease
in gross cost resulted from the low unit cost of pur-
chased gas compared to the high unit cost of manu-
factured gas, which had been used exclusively in the
first seven months of 1947.

The Board of Directors recendy determined that
beginning with the year 1949, the Company’s annual
provision for depreciation of its properties should be
at the rate of 21,9, of depreciable property. For 1948
and prior years, the annual provision has been equal
to $35,000 plus 1.75%, of net additions to property
since January 1, 1921. If the new policy had been in
effect in 1948, the provision for deprecistion would
bave been approximacely $176,400 iastead of $131,728.

In last year's report we explained that, in connec-
don with the changeover from manufactured (o na-
tural gas in 1947, the Company expended certain
moneys to coavert custcomers’ facilidies to use nacural
gas efficiently. We also staced that as soon as narural
gas was made available to the Compaany’s customers,
its coke oven plant was sold at a loss of $1,502,182,
and thae this loss, to the extent allowable for Federal
income tax purposes, might be applied against other-
wise mxable income for 1947 and the two preceding
and cwo succeeding years, and we aaoticipated this
would result in che recovery, elimination, and reduc-
tion of Federil income taxes to the extent of $421,870.
On December 12, 1947, the Illinois Commerce Com-
mission ordered in effect that the Federal income tax
savings be applied againsc the loss, and in addition
thar the Company wrice-off $657,828 of the loss
against capital surplus. The balance of $422,484 was
to be amortized agsinst income over a period of ten
years beginning July 1, 1947.

During 1948, a full yesr's write-off of the un-
amortized balance of the cost of converting customers’
facilities o oatural gas and the loss suffered in the

sale of the coke oven plant, amountdng to $56,184
and $42,248, respectively, was charged against opera.
tions. During 1947, the amounts so written-off were
$28,200 and $21,124, respectively.

As a result of the loss on the sale of the coke oven
plant and the related effect upon 1945-1946 Federal
income taxes, the Company received $116,966 during
the year as a refund of tax payments for those years.
Further, che tax on otherwise taxable income for 1947,
amounting to $117,458, was entirely eliminated, and
a savings of $187,466 was made on this vear's wx,
completing the total amount of savings. After the
savings meantioned above, it was necessary to provide
only $59,645 for 1948 Federal income tax.

Earmed Surplus: Net income of $370,578 was carried
to earned surplus.

During the year we paid two dividends, each of
50 cents per share in cash, and on December 20, de-
clared another dividend of 35 cents per share, to be
paid in cash on January 15, 1949. These dividends
were charged against earned surplus.

Assets: During 1948 the Company expended $460,831
in its construction program. We removed $27,670 of
property and equipment from service. This left $433,-
161 net increase in our property and plant investment.

The cash on hand increased during the year by
$105,615, and our stocks of construction and mainte.
nance materials were up $107,610.

The unamortized balances of the loss on sale of
coke oven plant and natural gas conversion expense
were reduced by charges against operations of $98,432,
refund of $2,070 from contractor after audit of con-
version expenses, and savings of $187,446 in Federal
income taxes.

Lisbilities- A bank loan in the amount of $200,000
was paid off during the year, and there are no bank
loans now outstanding.

Because the sinking fund provision of the mort-
gage indenture becomes effective in 1949, an amount
of $76,000 has been moved from long term debt and
included in current liabilities due within one year.

The dividend declared on December 20, of 3$
cenrs per share, amounting to $47,024, and the amount
provided for Federal tax due on 1948 income, amouant-
ing to $59,648, are reflected as increases in current
liabilities over those of 1947,

The balance in depreciation reserve at the year-end
was $2,156,519, or 299, of depreciable property. This
was an increase of $130,655 for the year.



INCOME
ACCOUNTS

FOR THE YEARS ENDED DECEMBER 31, 1948 AND 1947

1948 1947
Operating revenues:
Gas sales . ... P $2,109.928 1,852,054
Other gas revenues .. ... ... . . 27,027 24,909
$2,136,955 1,876,963
Operating revenue deductions:
Manufactured gas production—
OPOration ... n st mennneae $ 54,109 950,224
MaIMPOGNCE ... et en 10,153 27,624
Credit for residuals (by-products). ... - (623.197)
$ 642682 354,453
Gas purchased ...t es 366,226 125,562
Other operating expenses—
Operation (including amortization of natural gas conversion expenses,
1948—$56,183.64; 1947—$28,200.81) (Note 1)...........ooooooooroor . 577,699 545,433
MO O IO oot 49,9684 71,962
Provision for depreciation (Note 2)........ ... 131,728 156,483
Amortization of loss on sale of coke oven plant (Note 1) 42,248 21,124
Taxes (other than Federal income taxes).... ... ... 122,191 134,435
$1,379,338 1,409,652
Operating income S 757.617 4467311
OHhOr INCOM® oot e e eme e e e e aneeem e aneee e seeea e eeeeeneones 2,235 1,249
GrOss IMCOM ... ecmecestencaseireseec e ee e s es s ceaserens $ 759,852 468,560
Income deductions:
interest on long-term debt ... e $ 130,433 151,514
Amortization of debt discount and expense et ea e et e et men et 5513 5513
Other interest charges ... 6,237 6,812
$ 142,183 163,839
$ 617,669 304,721
Federal income taxes and other charges:
Provision for Federal income faxes. .. ... .. ... ... $ 59,645 -
Amortization of loss on sale of coke oven plant to extent of Federal income
toxes eliminated thereby (Note 1)............ ... 187,446 117.458
§ 247,091 117,458
Net income for the year .. ... . ... s e $ 370578 __187.283

See accompanying notes.
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Waukegan, Illinois
March 15, 19483

To the Shareholders of
North Shore Gas Company:

The year 1947 was a most eventful one for the Company.

The following paragraph is taken from the *‘Balance Sheet” comments which will be
found on page 12. It is indicative of the progress that has taken place since the Com-
pany changed from manufactured gas to natural gas:

Net income for 1947 in the amount of $187,263 was carried to earned surplus. This
amounted to 31.39 per share on 134,355 shares of common stock outstanding. Dividends
aggregating 50-cents per share were declared and paid during the year.

In the reports of the last two years you were informed of the plans of the Company to
change its product from a manufactured gas, having a heating value of approximately 565
Btu per cubic foot, to (a 1,040 Btu per cubic foot) natural gas, and to supplement the
natural gas, should an emergency arise, with certain liquified petroleum air gas and high
Btu carbureted water gas. A new schedule of lower rates was to be put into effect at the
time of the introduction of natural gas.

In the vear 1947, this goal was reached with the introduction of straight natural gas
into the Company’s distribution system on May 12. By July 21, the customers of the
Company were being served with natural gas purchased from and transported by the Natural
Gas Pipeline Company of America, from the great natural gas fields of the Southwest.

During the period beginning with the introduction of natural gas, and until every
customer of the Company had been thus served, approximately 90,000 appliances of these

customers were converted to use natural gas by the Conversions & Surveys, Inc., a company
specializing in this type of work.

three
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On June 22, the Company had used the last of its coal at the coke oven plant, and
made ready to abandon this facility, however, negotiations which had been under wav
materialized, and the Waukegan Coke Corporation, on June 25, signed-a contract to purchas‘e
the coke oven plant for a cash consideration of 3650,000.00. The sale was consummated
on July 14, and the cash received was deposited with the Trustee, under the mortgage in-
denture, who subsequently on October 14, redeemed 3631,000.00 principal amount of the
First Mortgage 41 1% Bonds, Series A, at a price of 103 per cent of the par value.

The sale of the coke oven plant resulted in a book loss of 31,502,182.14. This loss,
to the extent allowable for Federal income tax purposes, may be applied against otherwise
taxable income for 1947 and the two preceding and two succeeding years and, it is anticipated,
will result in the recovery, elimination and reduction of Federal income taxes to the extent
of $421,869.21. On December 12, 1947, the lllinois Commerce Commission ordered
(Docket 35705), in effect, (1) that anticipated recoveries of Federal income taxes paid
for 1945 and 1946, in the amount of $116,965.80 be applied against the loss, (2) that
$657,828.36 of the loss be written off and charged to capital surplus that was set up at the
time of the acquisition of the coke oven plant in 1941 through the issuance of 57,041 com-
mon shares and the assumption of certain liabilities, (3) that the loss be amortized against
income for the years 1947, 1948, and 1949 to the extent of Federal income tax savings
resulting from the loss, which savings were estimated to aggregate $304.903.41, and (4)
that the remaining loss, estimated to be 3422,484.57, be amortized against income over 4

period of ten years beginning July 1, 1947 in substantially equal amounts of approximately
$42,248.46.

With the introduction of natural gas into the Company’s distribution system, the dis-
continuance of the manufacture of coal gas,-and the subsequent sale of the coke oven plant.
the Company, in order to have certain standby facilities in case of an emergency converted
its water gas manufacturing set at the North Plant in Waukegan so it would have a daily
manufacturing capacity of 2,500 M.C.F. of high(1,000) Btu carbureted water gas, and. in
addition, completed the installation of two units for the manufacture of liquified petroleum-
air gas, each with a daily capacity of 5,000 M.C.F. of 1,230 Btu gas. One of these units was
installed at the North Plant in Waukegan, at one end of the system, and the other at the
Deerfield Pumping Station, at the other end of the system.

Along with the introduction of natural.gas, the Company promulgated lower rate

schedules. These new reduced rates effected a savings to our customers of approximately

four
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$238,000.00 on an annual basis; however, an aggressive new business and merchandising
program has already shown good results, so that this loss in revenue will be recouped in

a comparatively short time.

The following pages present for your information important details of the year's

operations.

The financial and statistical statements, and the independent auditor’s certificate are
given at the end of the text beginning on page 22.




From Sale of Gas and Steam. .. ..ottt it ettt it ete ittt nneennnns
From Interest, Rentals, eC.. ... .o ittt ittt it ittt ettt e ee e st enaeneenns

THE YEAR'S EXPENSES AND APPROPRIATIONS
To Serve 29,600 Utility Customers

For Employee Services

Operating Payrolls ... ... e e e

Average Number of Operating Employees—234

Social Security Taxes . ......iiniii i e i i e e

Company Payments Toward Federal Pensions and Unemployment Insurance

ISUTANCE .ttt ittt ittt it ittt et tenean tetran s e e e e

Portion of Employees’ Group Insurance Paid by the Company

For Other Operation and Maintenance Expenses

Cost of Coal Carbonized (Six Months Operation of Coke Plant) . .........................

76,400 Tons of Coal Carbonized

Cost of Fuel for Boilers and Gas Producer Plant....... .... et e e e

30,495 Tons Burned

Cost of Gas Purchased for Resale. ........civiiiiir it i i ittt ciieneenns

1,055,258 M.C.F. of Gas Purchased in Addition to the
1,289,237 M.CF. of Gas Manufactured in First 6 Months

Other Materials, Supplies, and Expenses ...............oiiiiiiiiiiiiiiiiiiiiiiici

A Multiplicity of Items Needed to Run the System

Property Losses Chargeable to Operations. ........... .oooiiiiiiieiii i iien....

Amortization of Loss on Sale of Coke Oven Plant

For Future Retirement of Property. .. ......coiiiiiint iiiiiiiiiieaiiaetenreneeeannans

Wear and Tear and Obsolescence of Properties

Miscellaneous ... ..ottt it iierentene teeertat it et e

Including Conversion Expense and Miscellaneous Interest Payments

Production Expense Credits—Residuals.............. cooiiiiiiiiiiiiiiiiannninnn e

Received in Disposition of By-Products of Gas Manufacture

Required for Government

State, Local, and Miscellaneous Taxes (Excluding Social Security Taxes) ..................

Mostly Real Estate and Personal Pro

perty
Federal Income Taxes of $117,458—Applied Against the Coke Plant Sale Loss..............

For Use of Security Holders’ Money

Interest on Mortgage Bonds.............ccoiiiiiin it

$3,069,000 Outstanding at Year End

Dividend to Shareholders of 50-Cents per Share....... ...,

134,355 Shares Held by 2,144 Shareholders at Year End

Money Left in the Business

Amount Remaining After All Expenses and Appropriations. .............o.oviiiis,

Needed for Expansion of Service to Customers and Other Corporate Purposes

$1.876,963
1,249

$1,878,212

$ 659911
10,060
7,416

$ 677,387

$ 499,717
153,827
125,562

246,174
138,582
156,483
40,525
(623,197)

$ 737,673

$ 124375

$ 124,375

$ 151,514
67,177

$ 218,691

$ 120,086
$1,878.212
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NORTH SHORE GAS COMPANY

BALANCE SHEETS — DECEMBER 31, 1947 AND 1946

ASSETS AND DEFERRED CHARGES

Utility Plant (Note 2): Dec. 31,1947 Dec. 31, 1946
Franchises, organization expense, etc. ........ ..o $ 137.031.65 140,520.50
Gas plant ... . e e e 7.134.204.35 10.065.830.77

$ 7.271.236.00 10.206.351.27

Current Assets:

Cash in banks and on hand ...... ... iiiii i et $ 49211768 643.094.27
U.S. War Savings bonds, at cost ...........ccoiiiiiiiiiii i 3,700.00 3,700.00
Accounts receivable, less reserves of $15,188.84 and $15,398.34, respectively,
for uncollectible accounts ........ ... ...l 136,107.7 146,418.81
Claims for refund of Federal income taxes paid for 1945 and 1946 (Note 1) .. 116,965.80
Inventories—
Coal for carbonization, at cost ..........c..oiiiiiiiiiiiiiiinia, 415.877.01
Operating and construction materials and supplies, at cost .............. 146,334.55 92,189.29
Merchandise for resale, at cost ................c.... il 72,808.03 18,439.62
Residual products, at values substantially less than selling prices .......... 2.420.22 12.828.79

$ 970,454.01 1,332,547.79

Other Assets:
Physical property, other than utility plant, at cost ......................... $ 41,193.25 41.193.25
Miscellaneous securities, &t COBE . ... ou.vnenvtn e e aaaeannnns 980.00 980.00
Special deposits ... e e 1,809.48 1,639.48
] 43,982.73 43.812.73
Deferred Charges:
Unexpired insurance and prepaid taxes .......................... e $ 8,823.56 14,149.43
Unamortized debt discount and expense ............................. ..., 65,088.13 70,601.38
Leasehold improvements in process of amortization over terms of leases ...... 13,016.26 2,658.16
Loss on sale of coke oven plant, in process of amortization (Note 1) ......... 588,805.91
Natural gas conversion expenses, in process of amortization (Note 1) ........ 535,815.35 48,619.96
Miscellaneous ....... ... . ..ottt i 8133.24 6,831.90
$ 1.219,682.45 142.860.83

$ 9,508,3585.19 11,725,572.62

(See accompanying notes)
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NORTH SHORE GAS COMPANY

BALANCE SHEETS — DECEMBER 31, 1946 and 1945
(See Accompanying Notes)

ASSETS AND DEFERRED CHARGES

December 31, December 31,

1946 1945
Utility Plant:
Pranchises, organization expense, etc.............cociiiiiiiiiiiccccee. 0 140,52050 0§ 140,520.50
GaS PIANL. ..ottt sttt e e e 10.065.830.77 9.663,564.00
$10.206.351.27 $ 9.804,084.50
Current Assets

! Cash in banks and op hand. ... e $ 64309427 $ 602.650.81
UL S. certificates of indebtedness, war savings bonds and stamps.............. 3,700.00 403,825.00
Accounts receivable, less reserves of $15,398.34 and $16.509.07,

respectively, for uncollectible accounts..........ccoocooceeiiiiienioiniceceerace e 146,418.81 163,489.62
Interest receivable ... ...t et emenenens 293.27
Inventories:

Coal for carbonization, at COSt............ccooiiiiiieiii e 415,877.01 317,700.22

Operating and construction materials and supplies, at COStmnrmrrrrrrr 92,189.29 98,373.31

Merchandise for resale, at COSt...........o.ooviirereereraereeieiee e 18,439.62 8951.9

Coke and other residual products, at values substantially

less than selling prices, less selling expenses.......................... 12.828.79 51.642.03
$ 1,332,547.79 $ 1,646,925.75

; Other Assets: .

i Physical property, other than utility plant..............cccocoimiiincicncinenes $ 4119325 :
Miscellaneous securities, at COSt..................o.oovorueerremerresreen i ceenees e e 980.00 980.00
Appliances installed in customers’ premises under rental

PUICHASE CORLTACES..........oooeoeeeceeeeeeeeeeee e et ete et eene e 49.42
Special depPOosits............o..cooivmiiieciccere e sr s ennera 1,639.48 21,839.66
43,812.73 [ 22,869.08
Defarred Charges:

Unexpired insurance and prepaid taxes...............cococooooeeirieeeee e S 1414943  $ 5.343.54
Unamortized debt discount and expense.............. 70,601.38 78.285.29
Leasehold improvements in process of amortization over term of lease.... 2,658.16 3.517.84

Natural gas conversion expenses, tools, materials and supplies,

less §7.551.39 written off 3GAINSt IACOME......oooi v 48,619.96
Miscellaneous .............oooieieieieeeeet e aan 6,831.90 5.740.05

$ 14286083 § 92.886.72

$11,725,.572.62 81 1;5266.05
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1946 IN BRIEF
THE YEAR'S GROSS EARNINGS

Prom Sale of Gas and Steam.. ....$1,834,341
From Interest, Rentals, etc. 804
$1,835,145

THE YEAR'S EXPENSES AND APPROPRIATIONS
To Give Service to 29.000 Utility Customers

For Employees
Payrolls $ 698,554
Average Number of Operating Employees—266
Social Security Taxes. 11,349

Company Payments Towards Federal Pensions and
Unemployment Insurance

TRSULANCE ..o . 8,174
$ 718,077
For Other Operstion and Maintenance Expenses
Cost of Coal for Carbonization $1,011,036
155,192 Tons of Coatl Carbonized
Cost of Puel for Boilers and Gas Producer Plant ... _ 226,585
53,510 Tons Burned
Other Materials, Supplies, and Expenses... ... _._ 387,608
A Multiplicity of Things Needed to Run the System
For Future Retirements of Property 182,058
Wear and Tear and Obsolescence of Propersties
Production Expense Credits—Residuals (1.176,920)
Received in Disposition of Bg-Productss of Gas
Manufactare
$ 630,367

Required for Government
State, Local, and Miscellaneous Taxes (Excluding

Social Security Taxes) $ 151,785
Mostly Real Estate and Personal Property Taxes
Federal Income Taxes. 57,054
Represents Estimated Income Tax Liability for the
Year
$ 208839
For Bond and Note Holders
Interest cn Mortgage Boads. $ 157,250
$3,700,000 Outstanding at Year End
Interest on Serial Notes. 7,667
None Outstanding at Year End
$ 164,917

For Stockholders

Net Income Available for Dividends and Eamed Surplus
$.84 per Share $ 112,945
(Dividends of $.50 per Share Paid $67,127)

$1,835,145

NOTE: Please refer to the text of this report for explanation of
varioas items in this statement.
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There was an increase of
$170.,825 during the year in retire-
ment (depreciation) reserve. Total
appropriations to the reserve aggre-
gated $187,587, consisting of
charges to operating expenses of
$182,058 and charges to other ac-
counts of $5,529. Net write-offs
against the reserve amounted to
$16,762, this being the cost of prop-
erty retired during the year less the
net value of salvage material,

Natural Gas

IN the 1945 annual report you
were informed that the Illinois
Commerce Commission had on
January 8, 1946, issued an order au-
thorizing your Company to change
the type and heating value of the
gas then being served, i.e.. from
manufactured gas having a heating
value.of 565 B.T.U. per cubic foot
to straight natural gas having a

heating value of approximately
1,000 B.T.U. per cubic foot. The

1S PIPELINE CONNECTION
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order of the Commission also approved a new schedule of lower rates to be applied
to the use of the straight natural gas when introduced. The order authorized the
Company to convert the customers’ appliances so that they could utilize the new
straight natural gas and provides that the total cost of the conversion expense shall
be borne by the Company. A certificate of convenience and necessity was also
issued by the Commission authorizing the Company to construct, maintain and op-
erate certain facilities, for a connection with the pipeline of the Natural Gas Pipeline
Company of America, from whom the gas for resale would be purchased. The
Commission authorized the abandonment of the Company’s Coke Oven Plant, and
recovery of the undepreciated cost on a plan of amortization against earnings over
a period of years, but the manner and details of said plan of amortization are to be
covered in a subsequent order.

The Natural Gas Pipeline Company of America, under date of May 10, 1946,
obtained a certificate of convenience and necessity to serve our Company with
natural gas, and it was our hope that the changeover from manufactured gas to
natural gas might be completed before the 1946 year-end. Your Company com-
pleted its construction for the connection facilities in the fall of 1946, but these
facilities were not placed in operation due to difficulties encountered by the pipe-
line company in procuring its pipe and fittings. the installation of which is neces-
sary before the physical connection can be made to turn gas into our distribution
system. This delay has postponed the connection to natural gas until about April
1, 1947.

The Company has contracted with Conversions & Surveys, Inc.. a corporation
engaged in changeover work, to do all the necessary work to convert our custom-
ers’ appliances to utilize straight natural gas. This work will be started as soon as
the gas begins to flow into our distribution system, and should be completed by
the end of June. It appears at the present time that June will be the last month of
manufacturing gas and by-products at the Coke Oven Plant. If the changeover
schedule as outlined is adbered to, the abandonment of the Coke Oven Plant should
come during the month of July. The Company has engaged L. ]J. Sheridan & Com-
pany, of Chicago, industrial real estate brokers, to assist it in disposal of the Coke
Plant site.

It is estimated after full conversion to natural gas about July 1, the new rates
will result in a reduction of charges for gas service to our 29,000 customers of ap-
proximately an annual figure of $238,000.

Forecasts today must be tempered by economic uncertainties, but with the lower
rates and the anticipated large volume of residential and commercial building, it is
the Company's expectation, based on experiences of other gas companies in the
changeover from manufactured gas to natural gas service, that revenues lost through
reduced rates will be recouped in a comparatively short time.
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RESULTS FOR 1945
THE YEAR'S GROSS EARNINGS

T P g $1.799,028
Prom Interest, Rentals, @8C. . .o oo oot e e see e e s e e ere s e ee e eeen 4,376
$1.803,404

THE YEAR'S EXPENSES AND APPROPRIATIONS
To Give Service to 29.000 Utility Customers

For Employees

Py OlS et n sttt et s b e s e et et s s e st enemnen s eee e $ 606.112
Average Number of Operating Employees—237
Social Security TaXES. .. et e et aen st m s ennn et s 10.068
Company Payments Towards Federal Pensions and Unemployment
Insuarance
INSULANCE. ... et feee ettt et e see et ematesepete e oo ee st s e e et enerenan 6.356
Portion of Employees’ Insurance Paid by the Company
$ 622536
For Other Operation and Maintenance Expenses
Cost 0f Coal for CarDOBIZAOR. .........oceeeeceeeeeee e eeeeeer e ee e eeen e eoecemaseasssseeesssasemseesossremsasens $ 048,240
160.386 Tons of Coal Carbonized
Cost of Puel for Boilers and Gas Producer Plant. ... 237,564
49,187 Tons Burned
Other Materials, Supplies, and Expenses.. . ..o 370.268
A Multiplicity of Things Needed to Run the System
For Future Retirements of Property... oo eseneeeerce e 180.701
Wear and Tear and Obsolescence of Properties .
Production Expense Credits—Residuals. ... ... (1.104.556)
Received in Dispasition of Byg-Products of Gas Manufacture
$ 632217
Required for Government
State, Local, and Miscellanecus Taxes (Excluding Soclal Security Taxes)........................$ 156,944
Mostly Real Estate and Personal Property Taxes
Pederal IDCOME TREES. ... e seoeeee et r e coneaeemeseamasasas e emm e e et e eam e e nmn s eeremesnrseemenerns 79,853
Normal and Surtax to be Peaid on 1945 Net Income
$ 236,797
For Security Holders
Interest on Mortgage Bonds ..o $ 157,250
$3.700,000 Outstanding at Year End
Intecest On SEEAl OLES. oot eimten ettt 13,333
$300,000 Outstanding at Year End
Dividends t0 SCOCKROIACIS. ...ttt ee e et eeeeemn s se e s senaememe e et s emmeeanneameeeeenn 67,177
50c per Share on 134.355 Shares Outstanding ($15 Par)
$ 237,760
TOTAL YEAR'S EXPENSES, TAXES, INTEREST, AND DIVIDENDS... .......... $1.729.310
Additions to Bamed Surpluse ... oot cn et 74,094
Amount remaining after year's expenses and appropriations
31,803,404

™is stot ot shesid be idered lo stion with the tent and sialoments ot the ond of this repert.




The Company has renewed its union agreement. Formerly the hourly paid
employees had been represented by two locals of the same union. During 1945 the
two locals were consolidated into one.

Natural Gas

IN our 1944 annual report we stated that your Company had retained the Stone
& Webster Service Corporation to make a study of the possibilities of the Com-
pany utilizing natural gas in conjunction with its manufactured gas for distribu-
tion to its customers. The report on this study concluded that it would be more
advantageous to the Company and its customers to distribute straight natural gas
rather than a mixture of manufactured and natural gas. Upon the basis of that
report and the recommendation of the operating management the Board of Direc-
tors authorized a petition to the Illinois Commerce Commission for approval to
change the type and heating value of the gas now served, i.e., from manufactured
gas having a heating value of 565 B.T.Ul. per cubic foot to straight natural gas
having a heating value of approximately 1,000 B.T.U. per cubic foot. After hearings
an order approving the change was entered on January 8, 1946. The order of
the Commission also approved a new schedule of lower rates proposed by the
Company for introduction with the use of straight natural gas. The new schedule
will amount to a reduction of approximately 14% to the customer. The introduc-
tion of straight natural gas will require the expenditure of substantial amounts for
change-over expenses, estimated at $225.000, and an additional substantial amount
for enlargement of distribution facilities.

% rv‘ﬂl‘c‘l\",ubilvisiiu s
Nk icer-Building: 5
omplefed: Inwi?




It is proposed to purchase the Company's
gas requirements from the Natural Gas
Pipeline Company of America. That Com-
pany made application to the Federal Power
Commission for a certificate of convenience
and necessity to extend and enlarge its
system so that our requirements for gas, as
well as others, may be served. The hearing
on that application was begun on January 14,
1946. It is hoped that approval will be
granted in time for change over before the
next winter season.

Franchises

Franchises: The Company sought and
received two new five year franchises from
the City of Lake Forest and Village of Lake Bluff, and one new ten year franchise
from the City of Highwood.

Directors and Officers

At the annual shareholders meeting held in April, 1945, Mr. Sydney K. Schiff,
a partner of Pam. Hurd & Reichmann, attorneys-at-law, Chicago. lllinois, was
elected a Director and subsequently Chairman of the Board.

Conclusion

IN the year 1945 your Company handled the largest volume of business in its
history. The Board of Directors compliments all officers and employees for
their fine performance, under abnormal wartime and unstable conditions, in the in-
terest of shareholders, employees, and customers.

By order of the Board of Directors.

A. W, CONOVER,
President and General Manager.

SYDNEY K. SCHIFF,
Chairman
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NORTH SHORE GAS COMPANY

INCOME ACCOUNTS

FOR THE YEARS ENDED DECEMBER 31, 1945 AND 1944
{See Accompanying Notes)

1948 1944
Operating Revenues:
GaS SBES.... oot ee e et e ettt ee e $1,777,09272 $1,720.332.37
Other gas TeVeRUES.....cco.oooioeeceeeceeceeee e eee s eeee e e 21,935.30 32.022.14
$1,799,028.02 $1,752,354.51
Operating Revenue Deductions:
Manufactured gas production—
OPIAUON oot eeeie et erenenst et s eme e seee s eseses s e senns e - $1,623,12217  $1.549.519.13
MaIntenance .ottt et 52.667.02 61.976.11
Credit for residuals (by products)........ccecerceeroeeiccneirincncnns —1.104.556.01 —1,137,526.25
$ S571,233.18 $ 473,968.99
Other operating expenses—
Operation - 424,175.06 411,408.29
Maintenance 58,357.27 61,963.18
Provision for depreciation and/or retirements 180,700.99 179,827.13
Taxes (other than federal income taxes) 167,011.95 167,459.29
$1,401,478.48 $1,294,626.38
Operating Income. $ 397,549.57 $ 457,721.63
Other Income . 4,376.34 5.322.19
Gross Income. $ 401,928.91 § 463,049.83
Income Deductions:
Interest on long-term debt. - $ 17058330 $ 173,750.00
Amortization of debt discount and expense.........._... 7.105.06 7.539.20
Other interest charges 3,112.82 2,848.30
§ T80M0LIE  § 184.137.50
$ 231,134.73 § 27891232
Federal Income Tazes and Portion of Loss on Sale of Real Estate:
Provision for Federal Incoms Tazes (no excess profits Taxes .
are nﬂdm:d) $ 67,422.90 $ 100,989.68
Pm u&hdnrltat(au&nddtohl::d.dlm?u
on Resulting Therefrom (balsnes Charged to Earn-
i CREE v
s $ 100,989.68
Net Income for the Year m § 1771923.“
SURPLUS ACCOUNTS
FOR THE YEAR ENDED DECEMBER 31, 1948
{See Accompanying Notes)
BARNED SURPLUS SINCE MAY 31, 1941
Balance, December 31, 1944. $ 470,340.74
Net income lor the year ended December 31, 1945 141,271.38
$ 61161313
Dividends paid in cash on common stock—$.50 per share ... ... - "‘5%0
$
Loss on sale of real estate. $ 31,076.12
Less: Portion thereof (equal to federal income tax reduction resulting
from such loss) charged against {ncome.. 12,430.45
18,645.67
Balanes, Decamber 31, 1948
CAPITAL SURPLUS
Balance, December 31, 1944 $1.786,854.70
Balance, Decamber 31, 194S. M

Page Thirtesn



Norrs SHORE (@8 Company

Annual Report
to Shareholders




NORTH SHORE GAS COMPANY

BALANCE
{ See Accompanying Notes)

ASSETS AND DEFERRED (HARGEN

.
Ltility Plami:
Franchises. organization expense, etc....... ..
Gas plant . U

Current Assets:

SIIEETS — DECEMBER 31, 1944 und 1943

December 31,
1944

.3 140.520.50

9.637.002.19
3 9.777.522.69

Cash in banks and on hand.......... ... $ 31227508
U S. certificates of indebtedness, war savings bonds and stamps........ 453.825.00
Accounts receivable. less reserves of $17.854.37 and $19.862.29,
tespectively. for uncollectible accounts ... 143.642.01
Interest receivable ... ... 912.06
Inventories:
for carbonization, at COSt ... 365.489 67
Operating and construction materials and supplies, at cost. .. .. . 110.494.45
I\(mrchan ise for resale, at cost ... ... 7.739. 49
Coke and other residual products, at values subsunnally less
than selling prices, less selling expenses............... .. ... 59.206.50
'3 1.453,584.26
Other Assets:
Miscellaneous securities. at cost..... ... S 980.00
Appliances installed in customers’ premises under rental purchase
L UCOMMIBCLS ..ottt ettt 72361
Special deposits.... ... ... SOV SU VS URUUROT 183346
s 330
De[‘lnc pired and prepaid $ 10.349.81
x h.-nnce BB .. s 8 .
Unamortized debt discount and expense...................................... 85,390.35
Leasehold improvements in process of amortization over term of lease. .. 4.377.52
Miscellaneous ... e A773.17
$ ,108.890.85
$11.343.534.87

December 31,
1943

$ 14052050
9.576.487 .04
$ 9.717.007.54

$  544.669.30
3.840.00

164.943.33

401.252.00
115.275 02
4.469 59

66.579.67
8 1301.028.91

3 980.00

3.223.10
1.833.46
3 6.036.36

$ 1664137
92.929 55
523720
10.822.60

s 12563072
$11,149.708.73
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EXPLANATORY EARNINGS AND EXPENSE STATEMENT FOR 194

THE YEAR'S GROSS EARNINGS

From Sale of Gas and Steam .. .. . .. .. L. 81732354
From Other Sources. Such as Interest, Duldends and Rentals of Company Propcrt\, 5322
$1.757.676
TUE YEAR'S EXPENSES AND APPROPRIATIONS
To Give Service to 29.000 Utility Customers
For Emplo)ees
Payrolls R o . T U L % 581277
239 Operating Employecs at Ycar End
Social Security Taxes . ... e 9765
Company Paymcnts Towards Federal Pensions and Uncmploqmcnt
Insurance
Insuramce e R, 5.302
Pottion of Employees Insurance Paid by the Company
$ 596.344
For Other Operation and Maintenance Expenses
Cost of Coal for Carbonization..................ocooovrerireiiiiir e e $ 93133
162.774 Tons of Coal Carbonized
Cost of Fuel for Boilers and Gas Producer Plant........................... ... .. 223.477
46.338 Tons Burned
Other Materhls Supplies. and Expenses.. ... ... ... 353.868
A Multitude of Thmgs Needzd to Run the System
For Future Retirements of Prope rg 179.827
Wear and Tear and Obsolescence of Properties
Production Expense Credits—Residuals... e (1,137.526)
Received in Duposmon of Bq Products o{ Gas Manuf.cture :
$ 550.976
Required for Government
State. Local, and Miscellaneous Taxes (Excluding Social Security Taxes)................ $ 157.694
Mostly Real Estate and Personal Property Taxes
Federal Income Taxes.... et 100,990
Normal and Surtax to be Paid on 1944 Net Income
$ 258,684
For Security Holders |
Interest on Mon;# e e . % 157250
000 Omtmdmg ‘st Year End
$400,000 O-tsundmg at Year End .
Dividends to Stockholders..... 67177
50¢ per Share on 134355 Shares Outstanding 1315 Par) |
——— |
$ 240927
TOTAL YEAR'S EXPENSES, TAXES, INTEREST, AND DIVIDENDS ... ... ... . $1.646.931 l

Addition to Earned Surplus e 110,745
Amount renum!ng a{tcr year s cxpcn.ses ‘and appropmt:on:

$1.757.676 I
{

This siutement shesid be idered in etion with fbe text sad vistoments ot the ond of this repert.




North Shore
Goes "Natural”

lllinois utility speeds changeover with
everything from jeep to portable shop

HAVE dreamed of these valves for five years,”

sighed A. W. Conover, president, North Shore
Gas Co., Waukegan, just before natural gas was
turned on for 30,000 customers in northeastern
Illinois. With Mr. Conover were C. J. Mulhol-
land, secretary-treasurer, and William Wuesten-
feld, general superintendent of distribution (top
photo at right).

During the changeover from manufactured to
naturai gas an $8 million portable shop was used
to service 200 appliance adjusters (side and rear
views shown at tight). A new jeep ditcher proved
invaluable, digging ditches up to 300 feet an hour
{see above).

Numerous improvements were made. An attrac-
tive window display stressed the theme, “It's the
flame that makes it perfect.”” The utility's Liberty-
ville office and store were remodeled (lower right)
and a cashier's desk added of original design
that has proved popular with customers and cashier
alike. Above the door 2 sign announces “Natural
Gas Will Sooa Be Here.”

ISSUE OF JULY-AUGUST 1947
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' LAW QFFICES

fotrrrol-Selgh it HNALL AND HULSE WILFRED £ LAL:
HARQY A —ALL 5 NORTH GENESEE STREE~ 9268 -1934
MARSHALL MEYER WAUKEGAN . ILLINOIS

cenuary 13, 1337

North Shore Coke and Chemical Company,
A Delgware Zcrporatisn.

Gentlelen:

Qur exanlinatlion of the abstract and guaranty pollcy furnisied
to us Dy you of the title to the »roparty herclnafter described is
completed Vo include Decexber &, 1323, and on sald date we find title
of raccrd as g..ovm oy call avstract and cucranty nolicy 28 follows:

NORTH SHCRE CZCKE AND CJIZI.ICAL CCLPANY, a Delaware
corporeticon,

sublect to the following:

(1) Bizhuts or clalms of gartles in noss2sslon, unrecorded con-
tracts of sale, and cguestions cf survay,

(2) lechanic's lien clalmns, if any, where nro notice tlereof
appears of record,

(3) Speclal assescsments and speclal texes, if any, not confirmed
Dy a ccurt of record,

(4) Taxes for the years 13356 and 1337.
(5) Zoning and bullding ordinances,

(6) Possible Judznents, decrees or bankruntey nroceedincs in the
United States District Court affactine said prenlses,

(?) Streets and algaways.
(8) Switen tracks, switch spurs and rallrosd rights of way.
(9) Slips and waterways.

(10) Rignts of tiie Public and of the United States Government in
and T2 so nuch of rremises in question as are covered oy the
waters of lLsalie lLlicillgan,

(11) Rights of the Public and of the State of Illinecls 1n and to
so nuch of said »remises as na, nave been formed by other
tian natuaral accretions,

(12) Rights of tne United Stetzs Governuoent, Stote of Illlinols,
City of Waulzernan, tlie Public and of the adjoining owners to
nave naintained in its present location thae harber and eny

‘ plers contiguous thereto.
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ALBERT L mALL
MINARD £ ~uULSE HALL AND HULSE WILFRED £ ~AaLL
~ARRY A mALL 5 NORTH GENESEE STREET 926 —19 34
MARSHALL MEYER WAUKEGAN,ILLINOIS

D

(12) Rigats of the Elrin, Joiiet and Eastern Tallrosd Ccmdany, a
corporation of Illinols, in and to all tiact portion of prenm-
ises in question used and occupled by the tracks, snurs and
switch traclizs of sald Rellroazd Zounany as reserved 1in the
varrent dea2d fron cald Z~Lllirosd Commony, to Willlian A,
3aenr, dated Loren 14, 15Z7 and recorded on laren 15, 13827,

in 3Boox 282 o7 Dez2ds, znge $.0 as Doculient 233717,

(l4) Agreement contained in the deed from the Elcin Joliet and
Castern Rallroad Conrany, a corporetion of I: linois, %o
Willlan 3aehr, dated Llarch 14, 1227 arnd recorded on larch
13, 13527 28 document 206717, o ralntaln thot nart of the
g.annel Lyinz wi:gi. prezises in cu2stion as it now exists
and tiot he will on fenand 2f t.ie Elgln, Jollet and EZastern
Failrord Councny e2xtend sald channel llortiierly upon the
Wwestarly side of prealses in question, tihe sarne widtia as
tae present channel upen tie Scutierly portlon of premlses
in questicn, “rcvid11~ that the ommer of the land :Jing
West tlhoresd zn-ll extend nls zorticn of c2id caannel and

Lo e2p and aclatalin selid c"ﬂ*“n‘s 8 a Aenth sufficlent

far all late coiny vesesals les.rin: s use sald choannel

b

<.

and to ..ainte a'doc5 or retalninc wall along tie Easterly

0 o—»‘

side of szid ann
cbstruction fs t
rarbor and otier p

regord

el and to keep toe sane zlear from
ne carrying on of traffic to Vaulegan
oints, For furtisr particulars see

(15) D2ighats of e persone ownln: th2 »remlses South and adjoining
sreaiszs In questlon and Norta of tiie Waulezan Harbor, to
e=tbblisu a roadway 50 feet wide acrose prenises in auestlicn,
parallel to tae siwores of lLaie iicrhligan as it would then
exlst w¢tn the Westerly line therezf 100 feet from such shore
line, witi: the ri=-ht of c.angzes and re-locate to connect witn
ti2 roadway across t..e nr:onerty Lirino MNorth anl Soutl of
premiees in cuestion, for t..2 pascage <of rersons, automeblles,
trucks and teans,

(16) Rights reserved by the Elgin, Jollet and Eastern Railroad
Conmany (a corporetion) to la; decvm, maintain andi cperate
rallrond traciis and gwitch trac:s on ~and 25 feet in width
running substentielly »~rsllel to tii2 snore line of Laxe
vicnlgen as 1t wvould exist st toe time of sucha laying down
and witsa tze Westerly line of & strip 125 fest Vest of tiae
s..ore line of sald LaXe,
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(1?)

(1e)

(19)

This

Perpetual easexent contalned in grant froa Mortia Siore Coxe
and Jhemicel Jomzany to the Tlty of Veuleran, dated July 31,
1335 anli recocrded AuTust 2, 13395 cs Dccoument 415322 to
walintalin and use a rzadwveyr on and clon: tie westerly 50 feet
of tne 2asterly 12C feet ¢of salid prexises, For furtier
perticuisrs see recorqd.

Agreenent between North Suore Gas Comnany and Norta Shore
Coke and Ciiemlcel Company, a corporation, dated February
17, 1207 and reccrded Aprill 8, 1327 s Deccument 208585 for
toe furnlisaing of a zas suunzly (o thz lorts Shore Gas
Cormpany by t:e Norti Shcore Toke and Chemical Comnany,

For furthier zoarticulers see record,

Trust Indenture from North Shore Coke and Crermical Comrnany,
a corporstion, to Central Trust Commeny of Illincis, daoted
Laren 7, 1527 end recorded April 3, 1227 in Book 408 of
nort-ag2s, pege 6 &s Document 258936, gliven to secure its
bonds ol even dat2 tlerewvits, »aysvile to the order of
vearer, Jdude .arcih 1, 1947, with Llnterest at & per cent per
annun, zayeo.e on the first of larch and September in each
year, evidenced by interest coupons of even dhte therewith,
together with any furtner costs or clarges accrued or to
accrue nder tiie Terns of selid trust indenture and the
govenants, &gree..2nte: and cindltlions tagrein contained,

Sor full pearticulers ol wi.lciy you &are nereby referred to
viie orl_ inal instrwient or the record tlereof.

Tiie Centrel Republlc Trust Company, successor trustee to
Central Trust Company of Illinois in said trust indenture,
resigned as such trustee, and tie City National Bank and
Trust Cousany of Chlcego was arncinted succeseor trustee,

9y instrument recorded July 5, 1074 as Dacument £401752.)
examination refers to property described as:

Tnat part of the North West querter of Section twenty-
two (22), Towmshin forty five (45) MNorth, Rence twelve
(12), Ecst cf tihe Thaird Principal lleridlan, describved

ag follows: Connencing at tie Scuth Waet corner of the
Worth West cuerter of sall Sectlon twenty two (22);
tiience lortii Easterly, naiing a North East ancle of
eignty nine (89) degrees, twenty nine (29) minutes, with
the East and Vest center line of saild Section twenty-
two (22) to & point on the Nortih line of City Street,
eixty six (88) feet from, (measured 2t right angles),
te Eact and West center line of soid Sectlon twenty-
two (22); tience Fest with and along the North line of
sald City Street , parallel to tihe Esst &nd West center
line of sald Section twenty-two ”3, five hundred elighty
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five anl tilrty saven onz undred<ic (323.27) faet
to a noint on the lorsh Vasterly line of Harbor
p . AP ety T - 3 3 ~
Street; thance lorth Zasterly with and aleng sald

North Waeterly line of Herbor Street and making a
Nerth Easterly angle of seventy five (75) degrees,
twelve (12) nminutes and ten (10) seconds with last
daseribsd coursz 2xtanded East one hundred nineteen
and foriy tiree :ne hundredtiis (110,.43) fest %o a
point; tience Zast porallsal to and one hundred elghty
one and for<t:r sevan one aundredths {181,47) feet fron,
(measured at rignt angles), tne sa’d center line of
Section twenty two (22), three nundred seventy tiree
and sixty one one hundredtns (373.,61) feet to a point;
thence lcrin Zacsterly maxinzg & North Ezsterly angle of
sixty (CQ) cegreses, one (1) :inute and fifteen (I5)
seconds witii last describad cours2 oxtended Zast four
rundrad seventz2en a2ad forty four one Laundredths (417.44)
feet for a zlace of beglnning; thence Zast narellel to
end five hnundred forty tiree and six one hundredtnhs
(543.06) feet from, (measured at rizht angles), the
szid Section twenty two (22) ond
nolling o Soutii o rly onzle ¢f one lundred nineteen
(112) degrees, L8ty elyht (9C) minutes and forty five

t bt O
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(45) secznds witi. Lcst described course, thirteen
aundred 2:7a%; nine and forty nine one hundredtias
(1380.40) feet more or less to a polnt on tae shore
line of Laize licihigan, (this course to be ltnown as

tn2 first course); thence North Westerly with and
along sald siore line, to rn interszction witii a lin
running narallel with and fourteen hwundred twenty (1420)
feat Lorth of (nmeasured at right angles) tie South line
of tie pranerty herein described, (being tie sald first
course), sald shore line being described as follows,
running Northerly and naking a Norith Vesterly angle of
eigaty elght (82) degrees, fifty five (55) nminutes

witl, salid first cowrse, one hundred seventy nine and
sixteen one hundrecdtiis (179..3) feet to a polnt; tience
North Easterly continuing elong tie sliore of Lale
Lichigan end nmaking a North Easterly angle of four (4)
degrees, fifty nine (59) minutes and fifteen (15)
seconds with last described ccurse extended Nortierly
six hundrad eceventy five and five tenths (675,.,5) feet
to & polint; trence contlnuing Mortih Easterly wita and
along seaid shore line and nziilnrs a llorth Basterly angle
of four (4) degrses, fifty two (52) =inutes and ferty
five (45) seconds with last described course, extended
Hortherly five hundred seventy tiree and sixty seven
one hundredths (573.87) feet t> e nolint, (this course
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along sald srore line to be xnown as second course);

¢ tnence Vest twelve hundred fifty and tn-r*" nine cne
nundredths (1250.33) feet to o nolint, (tu‘ course to
e knovm as tre third course), also being parallel to
and fourtasn nundrad tuenty (1420) fest Nerth of
(meas¢reu a8t riic an.l2g) the Scuti. line of croperty
nerein described; thence Scuty Westerly maling a

South n;ste.-J ““L-e of one hundred (‘OO) de~rees,
thirty one (Z21) minutes and thirty six (36) seconds
vith sald thiréd course, fourteen hundred thirty and
tro tenths (1430.2) feet to a polnt, (this course
Znctm g the fourth course)' tr.ence continuing South
Westerly and =mailing & Souti Wastaerl;s cnzle of nineteen
(19) decress, tven:j seven (27) minutes and nine (3)
geconds with last described course, extended Scutherly
sixteen and ti.ree one nundredtns (‘6 3) feet to the

place of beginning, in ie County, Illinois,

re

% PESEL

fours very truly,

HALL AND HULSE

WEH:E
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ELGIN, JOLIET AND EASTERN RAILWAY COMPANY

P O BCX 2382 LJCLIET :LLiNOIS 50434

8°5 . 740-8622
September 19, 1989

Mr. Jon Currin
North Shore Gas £861 13 43S
3001 Grand Avenue

Waukegan, Illinois 60085 G‘.!AI'.!D'.'N
RE: Prior Entry Permit
Dear Mr. Currin:

Attached is an original and one copy of a Prior Entry Permit
allowing your company permission to enter upon the property of the
EJ&E Railway Company for the purpose of installing a 6" gas
pipeline at Waukegan, Illinois. Please sign both copies and return
to us. Upon execution, a copy will be returned for your file. As
we previously discussed, a formal licence agreement will be
executed, when presented. We will also need your contractor's
Certificate of Insurance before this work begins.

We ask that you contact the Railway at least seventy-two hours in
advance of your intent to enter our property by phoning D. R.
Miselman, Administrative Supervisor, at 219-883-6}11.
3
Very truly yours,

gy

H. F. Nelson
Director Engineering Services

HFN:k

Attachment

Exhibit V



Prior Entry Permit

September 20, 1989

Mr. Jon Currin

North Shore Gas

3001 Grand Avenue
Waukegan, Illinois 60085

Dear Sir:

Upon endorsement approving addressee's submission and acceptance of
the terms and conditions of this letter, Elgin, Joliet and Eastern
Railway Company ("Railway") hereby gives the addressee permission
and authority to come upon the Railway's property for the
installation nf a 6" gas pipeline at or near Sta. No. -26.00 at
Waukegan, Illinois, as shown on Exhibit "A" dated September 19,
1989,

Licensee agrees to execute a formal license agreement, covering the
above installations and occupations, when presented.

In consideration of permission and authority to use the aforesaid

property, addressee, by execution and submission of this letter to
the Railway accepts all of the terms and conditions stated herein

and covenants and agrees that:

Said permission and authority shall be exercised only in strict
compliance with said terms and conditions and such other terms and
conditions as the Railway, from time to time, may advise of in
writing, the safety and continuity of operations of the Railway
being recognized as of primary importance at all times;

Addressee shall reimburse the Railway for any and all loss or
damage and shall indemnify, save harmless and defend the Railway
from and against any and all suits, actions, legal proceedings,
claims, demands, damages, costs, expenses and attorneys' fees in
any manner caused by, arising from. incident to, connected with or
growing out of this letter or the use of the property of the
Railway for said Purpose;

Addressee covenants and agrees to release the Railway from all
claims for loss or damage to equipment of addressee, or any part or
parts thereof and from injury to or rdeath of addresse or any person
or persons upon property of the Railway in connection with said
Purpose;

The Chief Engineer of the Railway shall be given not less than 72
hours' notice, in advance, of the time of entry upon property of
the Railway;
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Addressee shall furnish to said Chief Engineer. prior to the
commencement of any entry upon property of the Railway. evidence of
insurance coverage written by a company and in an amount which
shall protect the Railway to its satisfaction from liability
resulting from use of its property for said purposes;

When, in the opinion of said Chief Engineer. flagging or other
methods shall be required to protect property of the Railway during
the performance of any work connected with said Purpose. the cost
thereof shall be paid promptly by the addressee upon receipt of
bills therefor as shall all bills rendered for reimbursement to the
Railway of the cost of work of any nature incurred in

connection with said Purpose, including any cost which may be
incurred to restore said property to a condition satisfactory to
said Chief Engineer upon termination of said permission and
authority and for any damage sustained by property of the Railway
in connection with said Purpose and upon request the estimated
amount of any such cost and expense shall be deposited with the
Railway, in advance, with necessary adjustments to cover actual
costs to be made when such shall be determined;

Said permission and authority does not include the right to move
equipment or vehicles over any unprotected track of the Railway and
any such movement shall be made at the nearest properly installed
crossing or if no crossing exists reasonably close to the area of
work, then upon payment of cost thereof by addressee, the Railway
shall install a temporary crossing;

Said permission and authority shall terminate at the end of the
work day October 31, 1989. '

ELGIN, JOLIET AND EASTERN RAILWAY COMPANY

* "ATTEST¢

The above terms and conditions are
accepted and this letter submitted
this 22ndday of September » 1989.

(Name of Adressee)
'I-';

" Vice President
title and have attested
by corporaté‘officer if addressee is

‘-inco:po:ated)

AT,

-
.

AT TN (Corporate Seal)

"Assistant Secretary

L) /

N

ON BEHALF of the
Elgin, Joliet and
Eastern Railway
Company, the sub-
mission is approved
and permission and
authority is given
as above provided
this____ day of

y 1989.

Title: Director Eng-
ineering Services
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EXHIBIT "A"

Waukegan, Illinois

1"=100'

Prior Entry Permit with NORTH SHORE GAS

EJ&E Railway Company and covered by a
COMPANY at

Plat showing, in red, the general locatic
of the installation of a 6" gas pipeline
be installed under the proverty of the

3rd P.M., Waukegan Township, Lake
County, Illinois

N.W.% of N.W.% of Sec. 22,

* ELGIN, JOLIET AND EASTERN RAILWAY QOMPANY
Scale:
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CEHTIH?AT E OF INSURANCE
Wausau Insurance Companies

31233888158 2
CCRY HDR TwE iNSURE

. This is to centify that the Insurance policies (described beiow by a policy number) written on forms In use by the company have been s
Is cartificate la not a policy or & binder of ineurance and does naf in any way aiter, amend ¢r axtend the covarage afforded by any policy rels

to herein.

Name and Mailing Address of Insured

l" ]
MURLLER r:’nm’ INC. Producer tio: 2696
?.0. ROX 229 Oftice: MILWAUXRE, WI 53216
NZV BERLIN, W1 353131 Dste: 9/21/89
Region: ML
- -
Polioy Effective * ¢ Uniess omerwise Indlosted, this aMorde RN coversge v
oo o ineuranes [ PoAey Numbr Dt mm mem:dlz?(mpu:mmr:e:"
Workere can be provided Funda, Ca U Mg
Componaations * 2] 0A10 02 0B1AGA | 04 OL B | OA O FO | e rarer 1 srdcrwamens e Pon Too emicvan Limrs.
LJahifty Umas in Thousends (900 omitied)
Commercial Goneral Genecal Aggrogen ¢ 1,000
Usbimy L 0420 06 081464 04 O1 89 | 04 01 90 Produss & Coma.Ope. Aggrepase s 1,000
Commerviel Pusknge o Pursonal Wy s 1,000
Trademar (Baction # snly) - S5ch Cozurrencs s 1,000
{ )CaimgMase (X )Ooeurrence Fire Damage Ay One Py s FXCLUDED
Products - Compioted Operations: it ) inouded | ) lxshuaed Medieal Expenad (Any One Peraan) s EXCLUDED
Ownem ) Contrason m ]
Petactve fach Ozourrenes L]
Unbinty (3] 0420 04 093348% [ 04 01 89 | 04 O 90 [ g Limr. Bush Acciden ¢ 1,000
Soglly injury
X ) AN Ownad Auice Zach Parson )
() 8pmified Auws Ony Bach Acsidort s
K’ )rired Ay Propenty Damage
X ) Nenowned Autos Tach Asoiders )
s L Rson Ooeurrence [
Jabimy Qenersl Aggregese $
Aowntion ]

= estl Provielnsiosstions/Speciied Adesr  WISCONSIN & ELSEVHERR 1N THE UNITED STATRS
WRITTEN UNDER MUELLER ARSOURCE MANACRMENT, INC.

ANY POLICY DESCRIRES ADOYE 13 CEZLRD DURING ITS TERM 3Y THE COMPANY OR THE COVERACR
nn‘w‘%x. MAIL NOTICR 30 DAYS BEFORR THE RFYECTIVE DATX
TRE P NAMED BELOW.

¥
FTORDED BY IT 18 s
? SUCH mcmxoa'm 720

‘e "8"’.."‘.'.’:&"‘.'.'.......-".'3
ne antry of & n meane he soversge b
104 18!
*
E. J. & E. Railrocad

Joliet, Illinois

o other degumant with respedt 10 which thig certficats may Do

0img, schusions and sonditions of such polley (peliciea) during the

Mmm.mmm

SOMPaNnTy osignated by the dame manbet.

*lssuing Company No. 02. EMPLOYERS INGURANCE OF WAUSAU A Mutual Compeny
03. WAUSAU UNOERWIITERS INSURANCE COMPANY

Signed

07, LLINOS SMPLOYERS INSURANCE OF WAUSAY
1. WAUSAU LLOYDS
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CERTIHCATE OF INSURANCE ' ) ’ CCPY HOR Tug M5U
Wausau Insurance Companies

SCNI or

- Thig is to centity that the Insurance policies (described below by & policy number) written on forms In use by ihe compary have boen

Is certificats Is not a policy or & binder of insurance and does not In any way alier, amend or sxtend the coversge atforded by any poticy te
to hereln,

Name and Mailing Address of ineured
l" ]
MURLLER PIPILINERS, 1NC.

P.0. BOX 325
NEW BERLIN, W1 53131

Producer No.: 2696
Otes; XILWAURREE, WI S5321¢
Date: 9/21/89

Reglon: ML
- 1
ot e e | L | DGR, | e o
Workere san be provided snly by Giale Punca, and Canacda) and as dest
Compensation * « 2( 0410 02 081464 04 O1L 89 | 04 Q1 90 | e petiey and endormaments for Part Teo (Empicyers Luad ®
) Usbity Limia Ia Thousands (D00 omnied)
Commercial Beneral Genersl Aggregem s 1,00
Uapisty _3_¢ 0420 06 081464 04 01 89 | 04 O 90 | Preducw & CompiOps Agpregess s 1,00
Commernial Paskage o Purgonsl RCIRIEEER Ity s 1,00
Trademark (Bection if enly) | €aeh Occurenes s 1,0C
{ )ChaimgMade (X )Ocourrense Pire Damage (A% Ong Fire) s EXCLUD
Producls - Compieted Operations: i€ ) incuded () Kaciuded Medienl Expense (Any One Porsen) s IXCLUC
Ownere § Contrasion Apgregans 3
P—tective Gach Ocourrence )
Linbimy 3] 0420 04 0933484 | 04 01 89 | O4 Ol 90 | Snge Umn. Geen Accident s 1,00
Bodlly mpury
X ) AR Owned Autoe Each Person ]
( ) Spscified Autes Only Bach Aceidornt s
(C ) Hired Autey Property Damage
X ) Nenowned Autoe Each Apcidem ]
v A Saon Ooturrance [}
Uaoimy L.I | Qenerl Apyrepey ]
Rowntion [ ]
—.~ h—g— M —
Specisl Proviisnelosstiena/Spesified Autess  WISCONSIN & ELSEWHERR 1IX TME UNITED STATRS
*YRITTEN UNDER MUELLER RRSOURCR MARAGEMENT, INC.
IF ANY POLIC! ) ¢ | uon 18 CELED DURING 1T8 TERM BY THE courm OR THR COVERAGE
ATFORDED BY IT I8 m.n MAIL NOTICR 30 DAYS BEFORR THR RFFECTIVR DAIR
07 SUCH CANCELATION Blnes 10 FASTT NAKED BELOV:

19rm ¢r eondition of MBEt O Oher Gosument with reg; 19 whigh thig certificats may be seued or parain, the insurance aor

ng .
-mm! of & Aumber I Emm%nmhmﬁmmmwnhﬂmM;

*Isquing Company No. 02. EMPLOYEARS INSURANCE OF WAUSAU A WMwtual Com

Isued % 03. WAUSAU UNOGRWRITERS INSURANCE COMPANY
E. J. & E. Railroad :-:mwmmumwu
Joliet, Illinois . WAUSAU

- S A= e




ELGIN, JOLIET AND EASTERN RAILWAY COMPANY
s PLEASE REMIT T0:
peC ® W
P. 0. BOX 92363

I Dot
CRICAGO
North Shore Gas Company M , ILLIMOIS 60690

209 Madison Street T0 INSURE PRO CRED
Waukegan, Illinois 60085 WHEX mm% g:

o, /27029
L— —J OATE: December 1, 19 2¢

PAYFENT DUE 30 DAYS AFTER RECEIPT OF BILL, UNLESS OTHERWISE PROVIDED FOR BY CONTRACT,

For permission and authority to install, maintain and operate

a 6~inch gas main in a 10-inch casing, across and underneath the
surface of our right-of-wvay and tracks near Station 26 + 070 at
Waukegan, Illinois from December 15, 1974 to December 1k, 1975,
inclusive, as per contract dated December 15, 1948.

Rental Per Annum $12.00

OISTRIDUT ION )

140 - 510 - 459 $12.00
m;s ALL COMMUNICATIONS
RELATIVE To THIS BILL TO

MAMAGER = DISBURSENENTS
cond st U
JOLIET, ILLINGIS 60434



LICENSE ENDORSEMENT

It is mutually understood and agreed by the parties hereto

that effoctive the 1g¢  dar I  Appil , 1178 the -

license agreement made and entered into the 1§th day -°

194§ ¢t

[

December

and same is supplemented ar. amende.. hereby a . ,llows:

On and after the effective ¢  re
hereof, the annual payment tu be

made as provided in said agreement
shall be and become the _un of

«110.00 in place <1 the am.uut
as stated therein.

Except to the ext -t hereinabove provided in this Lice: Trdors :ment

all ¢f tne terms, conditions, coverants, stipulations an«: provisions
of scid lice'.se agre mert above identifiel zhall continue in )

force and effect as therein stated.

IN WITNESS WHEREOF, the parties hereto have executed these

presents in duplicate originals, the A§TH day of APRIL

s

1978 , effective as of the day and the date first above writtien.

$LGIN, JOLIET AND EASTERN RAILWAY COMPANY

Fy:
tor of Industrial Development
eal Estate
NORTH
ATTEST - SHO GAS COMPANY

__Mé%( By : P W«{L

KSSISTANT SECRETARY
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THIS AGREEMENT, made and entered into tbis 15th day of
Cecember, 1948, by and between the ELGIN, JOLIET AND FASTERN
RAILVAY CO:FANY, a corporation (hereinsfter termed the "Railway"),
pvarty of the first part, and NORTH SHORE GAS CCMZANY, a corporation

(hereinafter termed the "Gas Company"), party of the second part:

FIRST: The railway hereby grants to the Gas Company per-
mission and authority to install, meintain and operate a six (6)
inch gas main, together with & casing having a diameter of not
less then ten (10) inches, eaoross and underneath the surface of
the right of way and t racks of the Railway in the Southwest
warter (SW 1/4) of ‘the Southwest Juarter (S¥ 1/4) of Seotion
Fifteen (15), end in the Northwest Juarter (NW 1/4) of the North-
west quarter (NW 1/4) of Seotion Twenty-two (22), Township Forty-
five (L5) North, Range Twelve (12) East of the Third Principal
Meridian in lLake County, Illinois. The location of sald gas main

"is showa in red oa the plat attaohed hereto, marked Exhidit "A"

!

1

and made a part hereof,

SEOOND: The Gas Company agrees to pay to the Railway, at

i the office of the Railway in the City of Chisago, Illinois the
%rollowingx



(1) The sum of Twenty-five Dollars ($25.00)
immediately upon the executlon of this
agreement,

(2) The furtber sum of Twelve Lollars (%$12,00)
on the date of this agreement and the
sum of Twelve Dollars (312.00) upon the
corresponding date of each year after
the date of this agreement.

THIRD: The Gas Company agrees that where sald gas mein
tros3ies underneath the traocks of the kailway i1t shall be in-
stalled lnside a casing having & diameter of not less than ten
(10) inches, and that the top of said casing shall be not less
than four and five tenths (4.5) feet below the base of the lowest
reil in the tracks, and that nelther end of said casing shall be
less then forty-five (45) feet from the oenter line of the treck
neareat thereto, meesured at right angles thereto., =ach end of
sald casing shell be sealed and a vent pipe of not less than two
(2) inohes in diameter shall be installed at eaoch end thereof,
whioh vent pipes shall be fastened to the top of the casing at
the high snd and to the side or bottom of the casing at the low

end., The top of each of said vent pipes shall be fitted with a

- down turned elbow properly screened at a height of not less than

four (4) feet above the surface of the ground, Seid gas main,

“

~casing aaé& vent pipes shall be installed and maintained in acoord-
1
ance with the "Speeifications for Pipe Line Crossings under

Railway Tracks," adopted in 1933 by the American Railway Engineer-.

ing Assoceiation, as amended.



FOURTH: The Gas Company agrees to install, maintain and
operate said gas main, casing end vent pipes (hereinafter for
convenienoce colleotively termed "equipment™) at all times in
acocordence with all laws and ordinences that may be «pplicable
thereto, and also in accordance with the rules and regulztions of
the proner public esuthorities now or at any time heresfter having
Jurisdiction thereof. The Gas Company alsoc agrees to reimburse
t he Railway for all expense which the Railway mey be put to or
ipcur at any time or from time to time by reason of the installa-
tion, maintenance, operation, repair or removal of said equipment

]

and each and every part thereof,

FIFTH: It 1s understood and agreed thet saild equipment
shall be maintained, operated and kept iln good order and répair
by the Gas Company at all times, and at the Gas Company's expenss,
in a manner satisfectory to the Chief “ngineer of the Railway.

The quality and character of seid equipment shall be satisfactory
to, and the exact locations thereof, shall be subjesct to the
approval of said Chief Engineer.

BIXTE: In oase the Rallway at any time shall desire any
repairs to or replacemsnts of seaid equipment, or any part thereof,
then the Gas Company shall make such repairs or replacements, as
:tho case may bde, within ten (10) days after written notice shall
_have been sent or given by the Railway to ths Gaus Company so to



K

'
i
j

1

do. In case the Ges Compsny shall fail to make such repairs or
replacements within ten (10) days after such notice is sent or
given as aforesald, then the Railway masy make such repairs or
replacexents and the Gas Company shall pay to the Railway immedi-

ately thereafter the entire cost and expense thereof.

SIVENTH: It 1s understood and agreed thet the Gas Compeny
may enter uvon the property of the Rallway at all ressonable ti-es
for the purpose of maintaining, repairing or renewing said equip-
ment, 1t is understood, however, that all such work of mainte-
pance, repeir and renewal shall be done in a proper manner and
without injury to said property of the Railway, and the Gas
Company shall remove all materials and rubbish and shall fill up
an¢ tamp thoroughly all exoavations made for the installation,
maintenance, repair or renewal of sald equipment, and shall keep
the material covering sald gas maln at the same level as the
ground adjacent thereto at all times during the 1ife of this

agreement.

REIGHTH: The Gas Company covenants and agrees to relesse
the Railway from all olaims for loss or damage to said equipment,
or eny part or parts thereof, however caused or occasioned,
whethey by the negligence of the employees of the Railway, or

otherwise,



NINTH: The Gas Compeny covenents and agrees to indemnify,
seve harmless and defend the Rallway from and against all suits,
actions, legal proceedings, claims, demends, damages, costs, ex-
penses and attorneys' fees in any manner csused by, arlising from,
incident to, connected with or growing out of the installstion,
maintenance, ooerstion, repair, renewal, alteration in location,

use, existence, lcakage or removal of sald equipment or any part

or varts tosreof,

T.ITH: The Gas Compeny shall pay before delinquency all
general and special taxes and speciel assessments that may be
levied, charged or assessed upon said equipment, In the event,
however, that said equipment shall be considered or assessed s a
part of the property of the Railway, the Gas Company shell pay to
the Railway the amount whioh the Rallway has been obligated to pay
due to the presence of sald equipment upon said property of the
Reilway. If the Gas Compeny shall fail to pay such taxes and
assessments when due, the Railway shall have the right but shall
not be obligated to pay such taxes or assessments. The amount so
paid by the Rallway shall be repaid to the Railway by the Gas
Company immediately,

ELREVENTH: This egreemsnt and the permission and authority
'heroin given may be terminated at eny time by either party hereto
by sending or giving to thes other party notice im writing that on



a certaipn date this agreement and said permission and authority
in-ediately shall cease and terminete, Said written notice shall
be sent or given not less than thirty (30) days prior to the date
of terminastion specified in seid notice. The Gas Company, upon
the terminetion of said permission and authority in the manrer
aforesaid, or in any other manner, if requested so to do by the
Railway, i:medlastely shall remove sald equipment =nd each and
every part thereof from the propverty of the Rallway, and shall
restore said property to a condition equel to that which existed
et the time of the installation of said e uipment at the sole
cost and expense of the Gas Compeny, end seld Gas Company shall
save the Railway harmless from any damage, injury or expense
caused or occasiored by or inoident to such removal unless the
same be attributable. to the negligent act or omission of the
Railway., If the Gas Compeny shall fail to remove said equipment,
es uforesaid, the Rallway shall have the right to remove all or
eny portion of said equipment and to restore saild premises as
above mentioned, end the title to all of sald equipment shall vest
in the Railway and may be used or disposed of by the Raiiway in
:eny saaner which the Railway may desire, All of the costs and
expenses incurred By the Rallway in end by the performance of the
?'ork aforesaid shall be paid by the Gas Company to the Rallway,
fTho termination of said permission and authority in any way shall
énot releass the Ges Coapany from any liability to the Railway



whioh has accrued or which may acorue thereafter by reason of the
violetion by the Gas Compeny of any of the covenants or agreements

herein oontained,

TVELFTH: It is understood and agreed thet any notice or
demend in this agreenent provided shall be deemed to have been
given or made properly if =2nd when pleced in the United Stztes
mail, reglistered snd addressed to the party to be notified at its
last known principel office or place of business in the State of

Illinois,

THIRTCEMTH: It is understood snd agreed that any fallure
by the Rallwey at any tims, or from time to time, to enforce or
recuire the strict keeping and performence by the Gas Company of
any of the terms or conditions of this sgreement shall not consti-
tute a wajiver by the Railway of such terms or éonditions, and
shall not affeot or impair such terms or oonditions in any way, or
the right of the Rallway at any time to avall itself of such
remedies as it may have for any breach or breaches of such terms

or conditions,

JOURTEENTH: It is ocovenanted and agreed by and between the
parties hereto that this agreement shall inure to the benefit of
‘and shall be and remain binding upon their respective successors

‘and assigns.



IN WITNESS NEERZOF, the parties hereto heve duly executed
these presents in duplicate originals, the dey and year first

above written.

5 TIGIN, JOLIYT AND FASTERN GAILVAY COVFaNY
’nwnﬁwmww

—
Industrial and Tax Commissioner

NORTH SHDQE GAS COMPANY

v (il s

Preaident

ATTEST:

cecretary

PPV

WAJ:lg
12/7/48
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Exhibit =a*

ELGIN, JULIET AL EA-TERN RAILTAY 00.i'ANY
Office of Cnlef Zngr, Jollet, Illlnoils

Plat showing tne lyc:tlon of Horth
Shore Gis Company ‘s 6% g s pi.e line across
and under Elgin, Jolliet and E:stern Rallway
Compuny tr.cke and rigut-of-v,y near atation
~£6,00 at

WAUKES J, [LLUGIS

Scale 1*=100" licwerrher 27, 1748

BER color indicites tne loc-tienh,



ELGIN, JOLIET & EASTERN RAILWAY COMPANY

Real Estate Department
P.0. Box 880

Joliet, I11inois 60434 RECEIVED
FILE: 111480006 23 1300
February 26, 1988 Ergineering Dept.

Mr. Russell W. Stegman
Supervisory Engineer
North Shore Gas Company
3301 Grand Ave.
Waukegan, IL 60085

Dear Mr. Stegman:

Attached for your records is a fully executed Endorsement to your
License dated December 15, 1948 covering your use of Railway
property at Waukegan, Illinois.

Sincerely,

EA Ay

R. A. Mays
Real Estate Agent

Attachment

H. F. Nelson
cc: i Copy of Endorsement attached
Assistant Treasurer- Original Endorsement -and—Gheel attached.
Your file: 8-490-90-6.

Comptroller- Copy of Endorsement attached.

RE FORM 88



LICENSE ENDORSEMENT

#111480006
It is mutually understood and agreed by the parties hereto that

effective the 1St day of April , 19 88 the certain

License Agreement made and entered into the _15gh day of

December » 19 48 by the same is supplemented and amended

hereby as follows:

On the effective date of this Endorsement and upon the
corresponding date of each year thereafter the Licensee agrees to
pay Licensor the sum of § 150.00 | payable annually in
advance, and that notwithstanding any other provisions of said
License Agreement, it is understood and agreed that the Licensor
from time to time as it may deem appropriate, but not earlier
than the fifth anniversary of the effective date of the License
Agreement and thereafter at intervals which shall not be more
frequent than each fifth year, may increase or decrease the
annual payment specified in this Endorsement and also may
otherwise revise the License Agreement in whole or in part, as in
the sole judgement of the Railway may be necessary. The Licensor
agrees that it shall send or give to the Licensee not less than
ninety (90) days written notice in advance of any such change or
revision and shall specify the effective date thereof.

Except to the extent hereinabove provided in this License
Endorsement all of the terms, conditions, covenants, stipulations
and provisions of said License Agreement above identified shall

continue in full force and effect as therein stated.

IN WITNESS WHEREOF, the parties hereto have executed these

presents in duplicate originals, the 20th  gay of February

19 88, effective as of the day and the date first above written,

ELGIN, JOLIET AND EASTERN RATLWAY COMPANY

J‘J',kfa«va w*

eneral Manager

LESSEE: NORTH SHORE GAS COMPANY

/ZJA-QIA-—"\_

Title: W
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LICENSE ENDORSEMENT

111480006

It is mutually understood and agreed by the parties

hereto that effective the 344 day Oprril » 19 g4 the
certain license agreement made and entered into the {s¢h day
of December » 1948 be and same is supplemented and amended
hereby as follows:

On the effective date of this

Endorsement and upon the

corresponding date of each

year thereafter the Licensee

agrees to pay Licensor the sum

of $ 150,00 » payable

annually in advance,.
Except to the extent hereinabove provided in this License
Endorsement all of the terms, conditions, covenants, stipulations

and provisions of said license agreement above identified shall

continue in full force and effect as therein stated.

IN WITNESS WHEREOF, the parties hereto have executed
these presents in duplicate originals, the 4th day of
April , 19 83, effective as of the day and the date

first above written.

ELGIN, JOLIET AND EASTERN RAILWAY COMPANY

By:

General Manager

NORTH SHORE GAS CO.

By: ‘25\»—J C}J&gy\_\

Title: Manager of Operations




AR NVRE GAY CUMPANTY

PREPARATION DATE VENDOR NUMBER

2/3/12
PAY“ET REQUEST OUE DATE ORDER NUMBER
pavee Blgin, Joliet & Rastern Railwaey Compeny
TOTAL AMOUNT DO NOT SPECIAL
[
$51.00 cnEex neooaes 2L
INCLUDE IN PREVIOUS MONTN'S ESTIMATE OF ACCOUNTS PAYABLE E
-] w.o./i08
MAILING ADORESS Mansger - Disbursements sod Fol oane] AmEal THnC ooTaousen CC:;: g ITEM AMOUNT
OR DEPARTMENT 8 480 171 I'bl g, ‘mm—-
Gensral Accounting 8 0
8 0
CITY, STATE P. O. Box 880, Joliet, 1ll. 60434 8 0
1P cooE 5 5
:S:::“‘T% E. J. & E. Railvay : g
REQUESTED BY B. H, Denenberg 8 0
FILE COPY

OETAILED STATEMENT

To install, maintsin and operste a 6" gas main in & 10" casing across and underneath
the Rlgin, Joliet and Rastern Railvey Compeny property and track east of Sand Street,

at Waukegan, Illinois.

FORM 7294
1-18-71
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WILLIAM E. DRATON
INOUSTRIAL AND YAX cO

RICHARD R. KNIGHT
LAND AND TAR AcaNT

ELGIN. JOLIET AND EASTERN RAILWAY COMPANY

208 SOUTH LA SALLE STREET RRK: e

CHicaGo 4, 1L, March 6, 1950
19010NER

Xr. Tm. J, ‘uestenfeld

Vice President-Charge of Operation
Horth Shore Cas Company

Waukegan, Illinois

Dear Sir:

Attached is fully executed copy of agreement dated
February 1, 1950 with Jour company for a six inch gas main
on our preverty at Waukegan, Illinois,

This for your files,

Yours truly,

AL

*
Industrial and Tax Commissioner

Attach



described pglitl, licenses, agreements and/or easemsnts were
transferrediind assigned by WORTH SHORE GAS COMPANY co LAKE
GAS COMPANY (now known as NORTH SHOBRE GAS COMPANY):

£.].&F. Ry. Co. . | Dete of
File Number Description Instrument
8-490-18-3 Gas main across right of 4/01/49
way, North Chicago
8-490-18-4 Pipe crossing 22nd St., 9/15/61
Morth Chicago
8-490-76-2 C.1. gas pipe under right 9/14/17
of way, t g
8-490-76-4 16" gas main, Romdout 11/15/61
8-690"76"5 “" ] ptp‘p 'rdl.y u-' l°,011‘3 -«
t >
8-490-88-2 Ges pipeline, Uptom 12/00402 #
8-490-90-2 Gas wein, Weukegan 2/18/18
8-490-90-6 . 6" gas mein, Waukegm ~12/15/A8
8-490-90-7 " GEE we s, Weukegsm .. 2/01/50
8-645-18-29 Laies coverisg 3,384 q..-:; $fo1/59
2 J &&. m -



ELGIN, JOLIET AND EASTERN RAILWAY COMPANY

P O BOX 387 JOULET LLINC!S 23424

815 0 742-3522

PReloRd

September 27, 1989

Mr. Jon Currin

North Shore Gas

3001 Grand Avenue
waukegan, Illinois 60085

SUBJECT: Prior Entry Permit With North Shore Gas at
waukegan, Illinois

Dear Mr. cCurrin:

Attached is an original, executed Prior Entry Permit regarding the
above-mentioned subject for your file.

Very truly yours,

H. F. Nelson
Director Engineering Services

HFN:k
cc: D. K. Toftoy
D. R. Miselman
J. M., Restaino - original

Attachment



Prior Entry Permit

September 20, 1989

Mr. Jon Currin

North Shore Gas

3001 Grand Avenue
Waukegan, Illinois 60085

Dear Sir:

Upon endorsement approving addressee’'s submission and acceptance of
the terms and conditions of this letter, Elgin, Joliet and Eastern
Railway Company ("Railway”) hereby gives the addressee permission
and authority to come upon the Railway's property for the
installation of a 6" gas pipeline at or near Sta. No. -26.00 at
Waukegan, Illinois, as shown on Exhibit "A" dated September 19,
1989.

Licensee agrees to execute a formal license agreement, covering the
above installations and occupations, when presented.

In consideration of permission and authority to use the aforesaid
property, addressee, by execution and submission of this letter to
the Railway accepts all of the terms and conditions stated herein
and covenants and agrees that:

Said permission and authority shall be exercised only in strict
compliance with said terms and conditions and such other terms and
conditions as the Railway. from time to time, may advise of in
writing, the safety and continuity of operations of the Railway
being recognized as of primary importance at all times;

Addressee shall reimburse the Railway for any and all loss or
damage and shall indemnify, save harmless and defend the Railway
from and against any and all suits, actions, legal proceedings.
claims, demands, damages, costs, expenses and attorneys' fees in
any manner caused by, arising from, incident to, connected with or
growing out of this letter or the use of the property of the
Railway for said Purpose;

Addressee covenants and agrees to release the Railway from all
claims for loss or damage to equipment of addressee, or any part or
parts thereof and from injury to or death of addresse or any person
or persons upon property of the Railway in connection with said
Purpose;

The Chief Bagineer of the Railway shall be given not less than 72
hours' notice, in advance, of the time of entry upon property of
the Railway;



Page 2

Addressee shall furnish to said Chief Engineer. prior to the
commencement of any entry upon property of the Railway, evidence of
insurance coverage written by a company and in an amount which
shall protect the Railway to its satisfaction from liabilityv
resulting from use of its property for said purposes;

when, in the opinion of said Chief Engineer, flagging or other
methods shall be required to protect property of the Railway during
the performance of any work connected with said Purpose, the cost
thereof shall be paid promptly by the addressee upon receipt of
bills therefor as shall all bills rendered for reimbursement to the
Railway of the cost of work of any nature incurred in

connection with said Purpose, including any cost which mayv be
incurred to restore said property to a condition satisfactory to
said Chief Engineer upon termination of said permission and
authority and for any damage sustained by property of the Railway
in connection with said Purpose and upon request the estimated
amount of any such cost and expense shall be deposited with the
Railway, in advance, with necessary adjustments to cover actual
costs to be made when such shall be determined;

Said permission and authority does not include the right to move
equipment or vehicles over any unprotected track of the Railway and
any such movement shall be made at the nearest properly installed
crossing or if no crossing exists reasonably close to the area of
work, then upon payment of cost thereof by addressee, the Railway
shall install a temporary crossing;

Said permission and authority shall terminate at the end of "the
work day October 31, 1989.

ELGIN, JOLIET AND EASTERN RAILWAY COMPANY

The above terms and conditions are ON BEHALF of the
accepted and this letter submitted Elgin, Joliet and
this 22ndday of September , 1989. Eastern Railway
Company, the sub-
North Shore Gas Company mission is approved
(Name of Adressee) and permission and
y e authority is given
BY: ‘ 'Wice President as above provided
i e title and have attested thisZﬁ__day of
officer if addressee is , 1989,
incorporated)
BY:
ATTEST: )
7 Title: Director Eng-

,/il>=¥"(:[?44’hg14.\, (Corporate Seal) ineering Services

Assistant /s;zcretary
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September 25, 1989 °

Elgin Joliet and Eastern Railway Company
P.0. Box 880
Joliet, Illinois 60434
Attn: Mr. H. F. Nelson
Director Engineering Services

Re: E J & E Railroad Easement
File No.: 111480006

Dear Sir:

Please find enclosed two executed prior entry permits and one certificate
of insurance {ssued to the E J & E Railroad as you requested.

If you have any questions or require any additional 1nformation please

contact me at (312) 336-7400 extension 313.

Very truly yours,

Jonathan M. Currin
Senior Engineer

JMC:p
encl.
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' THIS AGRERMENT, made and entered into this| 207 day of __JVWNE |
A.D. ima. by and between OUTBOARD MARINE COR 108, a Delawvare Corporstion
with ite corporste office at 100 Ses Horse Drive| Waukegan, Illinots 60085, here-
tnafter veferved to as “CORPORATION", end NORTH SHORE CAS COMPANY, en Illinots
Corporstion, )001. Crand Avenue, Waukegan, lllthi- 60085, hereinalter referred to

as “LICENSEE". |

WITNESSETH: ]

The CORPORATION for and in eol\.hhlt.uon of the ur-i' covenants, agree-
mants|and conditions hereinafter contained on the part of the| LICENSER to be made,
perfofmed, kept snd observed by these presents, does give and grant unto LICEMSEE,
but without warrenty, subject to the eutpuoml reservations| conditions, limits-
tions [and provisions hereinafter set forch, the right snd privilege to install,
onch. maintain, repale, veplace and romove a 12-inch gas Jta. hereinafter ve-
ferred to as faclility, in, under and across CORPORATIONS nopdlrty located in the
South [half of Section 13 and the Rorth half of Section 22, Townahip 435 Morch,
Range [12, Cast of the Thivd Principsl Meridian, Waukegan, uhi County, 111inots,

said facility 18 to be slonk the centeriine as shovn on the drawing marked

"EXHIEIT A", attached heretn and hereby made 8 part hervof. (

The righte and privileges hecvin granted by conmnou!.n sccepted by
LlCtNSFI.’ upon the f(olloving terms, covenants and conditions: }

FIRST: LICEXSEE shall moti{y CORPORATIONS office at lc;n forty-sight
(60) )Luu in advance, except in case of emwrpency repairs .nd\ln cases of routine
tn-pec;lion and opvration, before entering upon said property of\ CORPORATION to
make the hefvin propuscd tnatsllation, replacement or removal t“hnol. in order
that (;u CORMOBATION can locate its underground facilities (if iny) and have a
rcpfnrnuun or representalives present at such tise or times (f (¢t s0 desires

and utuut surece that all wvork in seid property shall be done to che satisfece

tion of satd tepresentative or representatives of ssil) CORPORATION.

SECOND31 LICENSER egrece that satd facility will be {nstalled in CORPORA-
TIONS pruperty La strict conformity with said “EXIIBIT A" steached hereto. Any
proposed \:l"ungol in satd plans, before or efter ilmscallation, shall be submitted

to CORPORATION for ite written spproval and =0 work shall be commenced until such

1677454
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written spproval has been obtained., ! 4
1 Y

/

THIRD: The rights herein are giun subject to any 1uu' nov made of said
property by CORPORATION, its grantees, 'licensees and lessdes, snd shouid CORP-
orption desire to make any use of said premises hercafter With which said
fagility will in any manner {aterfere, LICENSEL agrees that it will, at {ts sole
coft and expense, vithin one hundred and twenty (120) doyali‘aftn receliving writ-
tes notice from CORFPORATION, make such changes in satid tu;lll(y as, in the |udg-
acgc of CORPORATION, may be vequired to avold faterference|with the use or pro-
poged use of its property. LICENSEE agrees to relocats n“d facility to amether

logation dcsixnated by CORPORATION in eaid property acceptéble to LICEMSEE.

POURTH: LICENSEE shall tndemnify, save and hold hagmless the CORPORATION,
ity employecs, agents and asaipne free and harmiess from any snd sll damages,

coqts and liabllitics, including defense of lawsuits and claims which msy in any

:] result from any oucurvuce as a result of the activity 4f the LICENSEE, {ts

loyees, agents or assigns.

FIFTH: LICENSEE sgrecs to restore the surface of said CORPORATIONS

pro;ptny. in connection with said facility, demsged by the Lmuucnon. instell-
ation, opeu'uon. mainctenance, repair, renswal or removal oif such facility or
related facilities, to the condition of said property ismsdiately before such
u-:uge occured and LICENSEE shall also be obligated to nyla’ec trees, shrubs or
hn;cu that sre damaged or destroyed by the constructien, h;'tlullnton. operation,

maintenance, repair, reneval or removal of said fecility and related facilities.

. |
SIKTH: LICEXSEE agrces that there shall be no (mpairment of natural or
installed dratnage facilities occasjoned by the tnstallation, rejalr, maintenance

or resoval of said fscility.

SEVENTH: Termination of this sgreemant shall be to the satisfection of

both the CORPORATION and the LICENSEL,

ZIGNTH: The terms "CORMORATION” and “LICENSEEZ" wherever used in this in-
strument are (ntended i{n each inscance te include the reepective successors and
uuﬁ of CORPORATION or LICINSEE, whichever the case may be, and all of the
terms and provisions of :his imstrussnt shall {nun to tha benefit of and de

binding upon the respective successors and uium of CORPORATION snd LICENSEE,

T
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IN VITIRSS VHERROY, the I.&r- hereto have cae

esed this instrument to be
/
exscvwted in their respective names by their respective

officers or represent-

otives all as of the dav and year first above vritten,

Adsdbdisat Secretary -

Vice President
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NORTH SHOREW COMPANY

300] GRAND AVENUE . WAUKEGAN, ILLINOIS ¢008S
TELEPHONE 3369300

June 6, 1974

Mr. J. R. Seeger

Secretary and Corporate Attorney
Qutboard Marine Corporation

100 Sea Horse Drive

Waukegan, Illinois 60085

Dear Mr. Seeger: -
Attached is a draft of a proposed license agreement between North Shore
Gas Company and the Qutboard Marine Corporation.

Would you kindly review and advise me if this 1s an acceptable license
agreement.

If so, I will make the necessary arrangements to have it executed by

our Company and then forwarded to you for execution by Qutboard Marine
Corporation.

Please contact the undersigned at 336-9300 if you have any questions
regarding this matter.

‘V)e? truly yours,

W. J. Reinert

Supervisory Engineer
WJIR: ]

Encl.
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'NORTH sHOFRE (@8 company

. } 300! GRAMD AVENUE . WAUKEGAN, ILLINOIS 60085
TELEPHONE 136.9300

August 23, 1974

Mr. Robert M. Atkin
Manager, Plant Engineering
Johnson Qutboards

200 Sea Horse Drive
Waukegan, Illinois 60085

Dear Mr. Atkin:

1 am enclosing for your records a fully executed and documented copy of
& license agreement between our Companies.

Please place this agreement in proper file.

We appreciate your cooperation you have given us in this matter.

Very truly yours,

W. ¥. Reinert

Supervisory Engineer
SID/NJR: § :
Encl.



NORTH SHOREW COMPANY

200! GRAND AVENUE . WAUKEGAN, ILLINOIS 40083
TELEPHONE 1169100

Jure 6, 1974

Mr. J. R. Seeger

Secretary and Corporate Attorney
Outboard Marine Corporation

100 Sea Horse Drive

Waukegan, Illinois 60085

Dear Mr. Seeger: N
Attached is a draft of a proposed license agreement between North Shore
Gas Company and the Qutboard Marine Corporation.

Would you kindly review and advise me if this is an acceptable license
agreement.

If so, I will make the necessary arrangements to have it executed by
our Company and then forwarded to you for execution by Qutboard Marine
Corporation.

-

Please contact the undersigned at 336-9300 if you have any questions

regarding this matter.
Very, truly yours,
J/f S,

W. J. Reinert
Supervisory Engineer
WJR: ]
Encl.



NORTH SHOREW COMPANY

200! GRAND AVENUE . WAUKEGAN, ILLINOIS 60083
TELEPHONE 3149300

June 7, 1974

The Edward Gray Corp.
12233 Avenue "O"
Chicago, Illinois 60633

Attention: Mr. Gerald E. Guarnaccio

Re: OQutboard Marine Corp.
Gas Meter Building

Dear Sir:

Attached is a sketch showing a concrete regulator pad with foundation
that North Shore Gas Company is proposing to be constructed adjacent to
the north wall of the meter house you are building in conjunction with
the Outboard Marine Corp. construction, Waukegan, Illinois.

Since you have men and equipment on the site we would be interested in
your furnishing a proposal for this work.

Therefore, would you kindly submit an estimate for the necessary labor
and material to construct the concrete meter pad as shown on the
attached sketch.

Please contact the undersigned at 336-9300 if you have any questions
regarding this matter.

Very truly yours,

W. J. Reinert
Supervisory Engineer

WJIR: ]j
Encl.



AGREEMENT

THIS AGREEMENT, made and entered into this 20" day of /VANE

A.D, 1974, by and between OUTBOARD MARINE CORPORATION, a Delaware Corporation
with its corporate office at 100 Sea Horse Drive, Waukegan, Illinois 60085, here-
inafter referred to as ''CORPORATION', and NORTH SHORE GAS COMPANY, an Illinois
Corporation, 3001 Grand Avenue, Waukegan, Illinois 60085, hereinafter referred to

as "LICENSEE".

WITNESSETH:

The CORPORATION for and in consideration of the terms, covenants, agree-
ments and conditions hereinafter contained on the part of the LICENSEE to be made,
performed, kept and observed by these presents, does give and grant unto LICENSEE,
but without warrenty, subject to the exceptions, reservations, conditions, limita-
tions and provisions hereinafter set forth, the right and privilege to install,
operate, maintain, repair, replace and remove a 12-inch gas main, hereinafter re-
ferred to as facility, in, under and across CORPORATIONS properfy located in the
South half of Section 15 and the North half of Section 22, Township 45 North,
Range 12, East of the Third Principsl Meridian, Waukegan, Lake County, Illinois,
said facility is to be along the centerline as shown on the drawing marked

"EXHIBIT A', attached hereto and hereby made s part hereof.

The ri;h_u and privileges herein granted by CORPORATION are accepted by

LICENSER upon the following terms, covenants and conditions:

ey 4

FIRST: LICEWSEE shall notify CORPORATIONS office at least forty-eight
(48) hours 1n advance, sxcept in case of emergency repairs and in cases of routine
inspection and operstion, before entering upon said property of CORPORATION to
make the herein proposed installation, replacement or removal thereof, in order
that the CORPORATION can locate its underground facilities (if any) and have a
representative or representatives present at such time or times if it so desires
and LICENSEE agrees that all work in said property shall be done to the satisfac-

tion of said reprssentative or representatives of said CORPORATION.

SECOND: LICENSER agrees that said facility will be installed in CORPORA-
TIONS property in strict conformity with said "EXHIBIT A" attached hereto. Any
proposed changes in said plans, before or after installation, shall be submitted

to CORPORATION for its written approval and no work shall ba commenced until such

1677453
Prepared By
RCREAT S. BURNS, Attormey
122 So. Michigan Avenus
Chizago. Illinots 60603



written approval has been obtained.

THIRD: The rights herein are given subject to any use now made of said
property by CORPORATION, its grantees, licensees and lessees, and should CORP-
oration desire to make any use of said premises hereafter with which said
facility will in any manner interfere, LICENSEE agrees that it will, at its sole
cost and expense, within one hundred and twenty (120) days after receiving writ-
ten notice from CORPORATION, make such changes in said facility as, in the judg-
ment of CORPORATION, may be required to avoid interference with the use or pro-
posed use of its property. LICENSEE agrees to relocate said facility to another

location designated by CORPORATION in said property acceptable to LICENSEE.

POURTH: LICENSER shall indemnify, save and hold harmless the CORPORATION,
its employees, agents and assigns free and harmless from any and all damages,
coats and 1liabilities, including defense of lawsuits and claims which may in any
way result from any occurence as a result of the activity of the LICENSEE, its

employees, agents or assigns.

FIFTH: LICENSER agrees to restore the surface of said CORPORATIONS
property, in connection with said facility, damaged by the construction, install-
ation, operation, maintenance, repair, renewal or removal of such facility or
related facilities, to the condition of said property fmmediately before such
damage occured amd LICENSEE shall also be obligated to replace trees, shrubs or
fences that an’_‘.d or destroyed by the construction, installation, operation,

maintenance, repair, renewal or removal of said facility and related facilities.

SIXTH: LICENSEE agrees that there shall be no impairment of natural or
installed drainage facilities occasioned by the installation, repair, maintenance

or removal of said facility.

SEVENTH: Termination of this agreement shall be to the satisfaction of

both the CORPORATION and the LICENSKR,

RIGHTH: The terms "CORPORATION' and "LICENSER" wherever used in this in-
strument are intended in each instance to include the respective successors and
assigns of CORPORATION or LICENSEE, whichaver the case may be, and all of the
terms and provisions of this instrument shall inure to the benefit of and be

binding upon the respective successors snd assigns of CORPORATION and LICENSEE.

-2 -
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1N WITNESS WHEREOP, the parties hereto have caused this instrumant to b
[ )
executed in their respective names by their respective officers or represent-

atives all as of the day and year first above written.

OUTBOARD MARINE CORPORATION

BY K/_‘[L(/- ‘// b ;aé/

Vice President

e RN wme—

Assistent Secretary

NORTH SHORE GAS COMPANY

Vice Pregigent

oved Te Fira -
a /;«/AﬁZ .?'I;
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209 Hadison Ctreet
‘Waukegan, Illinois

Johnson ‘lotors
waukegan, Illinols

Attention: ir, P, Cllingson .‘W i*”}
Centlenen:

In accordance with our telephone conversation I am listing the cost fimues
as submitted to us by our comtmotor,

If we were to lay the line inside the fence, the cost would be as followm

Digring cost 5 4425 lineal food
1,800 sq, yards black top 12,50 square yard
26 square yards conorete 14,50 square ard
230 lineal feet of concrete sawing Q.50 lineal foot

If we were to lay the line outside the fence, the cost would be as followst

Digging cost 3 3.15 lineal foot
34 square yards blaek top 12,50 squeare yard

Both would have to have aboub 10 yards of gravel at $6,75 per yard and an
apracimate footage of 1,400 feet of 6" pipe would be required; our unig
cost on 6* pipe 1is $1.59 per fook,

In the sbove I have net quoted tape coat for wepping joints or patching,
however, this would ds & xinor oost,

A fooh of pipe if we construct outside the fence, the approme
imte using the abeve figures, would be $7,128,50, vhile inside
weuld be approximtely $10,925,00,

If any further inftwmstion is desired, pleass do not hesitats to contast us,
Yours very truly,

O.P.Rng-'u
Produstion and Inginearing

OFR/e



Mr. P, E. Ellingsen, Maintenance Engineer
Johnson Yotor Company
Waukegan, Illinois

Dear Mr. Ellingsen:
Qur summation of the various conferences which we have had with
you regarding the responsibility as to the cost of relocating
the main on your property ias as follows:
1. You have already admitted the validity and responsibility
of an easement by paying for the change in location of
the main, which occurred in 1952,
2. Vie have been advised that it is a violation of any
easezent to build a building or an obstruction of
any type which would either hinder or deny free
access to such an easenment.
3. In Articles, L, 5, and 6 where the word "removal™
appears, it refers strictly to the necessity of
removal in the form of necessary repair work,

In view of the foregoing observations, we believe it 1s the
responsibility of Johnson Motor Company to bear the cost of the

relocation of the main in question,
Your;;%;?{jtﬁhly,
",
I
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A DIVISION OF OUTBOARD. MARINE & MANUFACTURING COMPANY . WAUKEGAN. |LLINOIS \_&%
-

March 13, 1956

Mr, 0. F, Rogers

North Shore Gas Company
209 Madison Street
Waukegan, Illinois

Dear Mr. Rogers:

I have discussed your proposal of March 3, addressed
to Mr. Ellingson, with him, and would like to advise
that the re-routing of the present gas main must be

done and work should be started as soon as possible,

In view of the fact that there is approximately a
$4,000 saving in the construction cost to re-route
this line around the outside of our fence, we would
like you to proceed on this basis, Obviously, this
hinges on whether or not the E. J. &# E. R. R. Company
will permit an easement for this work, since the pipe
will be erected on their property.

I have discussed this whole matter with our legal ad-
visor, Mr, J. M, Gross and he in turn discussed it with
Mr. Fred Fisher of E, J. & E., and they advised that
the request for the easement should originate with the
North Shore Gas Company to E, J. & E, .

At the time of the request you should submit a sketch
for plot plan, showing the property and where the main
will run,

After securing the easement, I would appreciate con-
firmation of the fact before work is started.

Very truly yours,
JOHNSON MOTORS
J. L. Rayniak Vice-President and
rb Division Manager

MANUFACTURERS OF THE FAMOUSR W OUTBOARD MOTORS * ALSO MANUFACTURED. PETERBORQOUAHM, CANADA
cc - P. Ellingson
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NORTH SHORE GAS COMPANY
DEPARTMENTAL CORRESPONDENCE
Tr Mr. C. J. Mulholland fo: Wm. J. Wuestenfeld
Sobject: & Bdts:  March 16, 1949

ot

We are attaching hereto easement granted by the Outboard,
Marine & Manufacturing Compeny to the North Shore Gas
Company for permission to lay a six inch gas main on
their property in the vicinity of the North Plant. This

easement has been recorced.
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This Indenture made this & & day of el |
1949, by and between OUTBOARD, MARINE & MANUFACTURING COMPANY,

a Delaware corporation (hereinafter called the "Grantor") and
NORTH SHORE GAS COMPANY, an Illinois corporation (hereinafter

called the "Grantee"),

VITNESSETH: THAT,

WHEREAS, the Grantor is the owner of certain property
in the North West quarter of Section 22, Township 45 North,
Range 12 East of the Third Principal Meridian, in Lake County,
Illinois, described as follows (hereinafter referred to as

"Grantor's property"):

Beginning at a point in the North line of
said Section 22, 10 feet Easterly from, measured at
right angles to, the center line of the most Easterly
main lead track of the Elgin, Joliet and Eastern Rallway
Company as nov located across the North West quarter of
said Section 22, said point being 576 feet, more or less,
East of the North West corner of said Section 22 measured
along the North line of saild Section 22; thence continuing
Bast along the North line of said Section 22, 357 feet to
a point; thence Southerly along a straight line which
.8 Southwesterly angle of 85 degrees 30 minutes from
Borth line of said Section 22, 498.4 feet to a point
@ Northerly line of the strip of land 20 feet in
which the Elgin, Joliet and Eastern Railwvay Company
canveyed to the Outboard Marine and Manufacturing Company
by special warranty deed dated January 2, 1948 and.
recorded in deed record book No. 863 on page 417; thence
Westerly along the Northerly line of said strip of land
20 feet in width 350 feet to a point 10 feet Easterly
from the center line of the track leading into the
Southerly side of Siip No. 3, measured at right angles
to the tangent of curve of said tract, said point last
mentioned also being 551.4 feet, more or less East of
the West line of said Section 22, measured at right angles
thereto; thence Northerly parallel to and 10 feet Basterly
from the center line of said track leading into the
Southerly side of said Slip No. 3 and said most Easterly
main lead track, as now located, 458.4 feet more or less
to the point of beginning;
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VHEREAS, the Grantee desires to lay, construct,
operate, maintain and repair a six inch (6") gas main across
Grantor's property in order to supply gas to Grantor's building
on Grantor's property and in order to provide future gas supply
to other properties, including the property of Grantor on the
lake front, and the Grantor is willing to grant to the Grantee
a perpetual easement for that purpose subject to the terms

and conditions hereinafter set forth;

ROW, THEREFORE, for and in consideration of the sum
of Ten Dollars ($10.00) and other valuable consideration in
hand paild by the Grantee to the Grantor, receipt of which is
hereby acknowledged, the Grantor hereby gives and grants
unto the Grantee a perpetual easement to lay, construct,
operate, maintain and repair a six inch (é") gas main across
the Grantor's property for the purposes above mentioned upon
the following terms and conditions:

1. Subject to the right of relocation hereinafter
) - 81x inch (6") gas main shall be laid across

) f“porty as indicated in the dotted red line on
the ‘s@tached hereto which 1s hereby made a part of
this Indenture.

2. It 1s understood and agreed that the title
to the six inch (6") gas main laid across Grantor's property
shall at all times remain in Grantee.

3. The gas main shall be maintained at & minimm
depth of four {4) reet below the floor level of the building

on Grantor'!s property.

-2
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A

4. Grantee covenants to maintain the gas main
in good i;sﬁ%?ion, and shall, upon obtaining in each case
the prior I==t¥¥=ugansent of Grantor, its successors or
assigns, have access to the gas main for the purpose of

inspection, repair, maintenance or removal thereof.

~ 5. All work in connection with the construction,
maintenance, renewa}ﬁand repalr of said gas main and all
equipment used thereﬁith, including replacements caused by
the utilization.of Grantor's property, shall be performed
by and all cost and expense to be incurred shall be borne
by and paid by Grantee. All work done shall be in accordance
with accepted practices for such services and shall meet local

conditions applicable to design and construction.

6. Grantee, its successors and assigns, shall
indemnify and hold harmless the Grantor, its successors and
assigns, against any costs, expenses, suits, loss, damageﬂ>
injury or liability of any kind whatsoever arising out of

em, operation, maintenance, repair or removal

5. main er the use of the right herein granted.

e

-+~

7. The Grantor reserves and shall have the

right at any time or from time to time to change the

e,

location of the gas main to any other location on Grantor's
property, but in such event the location of the gas main
shall be so changed at the expense of the Grantor and such
relocated gas main shall continue to begin and end at the
beginning and ending points indicated on the plat attached
hereto. Upon any such relocation the easement hereby granted
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as to the old location shall cease and shall be deemed to have
been released, and the easement shall thereafter be deemed to

exist only in respect of such relocated gas main.

8. Grantee does hereby release and forever waive any
and all rights granted to or acquired by it under an agreement
relating to gas mains between Elgin, Joliet and Eastern Railway
Company (a prior owner of Grantor's property) and Grantee, dated
May 2, 1929, in so far as such rights or said agreement pertains
to Grantor's property above described and all other property in
Lake County, Illinois, now owned by Grantor.

9. All of the provisions herein contained shall bind
and inure to the benefit of the successors and assigns of the

parties hereto.

IN WITNESS WVHEREOF, said Outboard, Marine & Manufacturing
Company has caused this Indenture to be executed in its name and
on its behalf by its Lﬁg;l‘ 4é9-;4b*~4- and its corporate seal
to be herugnto affixed and attested by its »

and said Nerth Shore Gas Company has caused this Indenture to be

its name and on its behalf by its __M

te seal to be hereunto affixed and attested by its
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STATE COF ILLINOIS
COUNTY OF LAKE

]

v el e x/’?
1, o C et 3 7204 a notary public

in and for the sald County in the State aforesaid, do
— -

hereby certify that o A e - and

-

~ s s
o IV g s s, personally known to me

to be the same persons whose names are, respectively, as

/ﬂ'ﬁ <4 @M and

Outboard, Marine & Manufacturing Company, a Delaware cor-

poration, subscribed to the foregoing instrument, appeared
before me this day in person and severally acknowledged
that they, being thereunto duly authorized, signed, sealed
with the corporate seal, and delivered the said instrument
as the free and voluntary act of the said corporation and
as their own free and voluntary act, for the uses and

purposes therein set forth.

i,hn WITKESS WHEREQF, I have hereunto affixed my

;'-'a.ndl petarial seal this zmai of %/a"’/é s

My Comi:sion Eupires Ayg. 11, 1949

My commission expires
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STATE OF ILLINOIS
S8
COUNTY OF LAKE

I, ,Q/:MM , 4 notary public

in and for the said County in the State aforesaid, do

hereby certify that éf Q ngm“g and

» personally known to me
to be/%e same persons whose names are, rgspectively, as
bt c e i and

ra

of North Shore Gas Company, an Illinois corporatior, sub-
scribed to the foregoing instrument, appeared before me

this day in person and severally acknowledged that they,
being thereunto duly authorized, signed, sealed with the
corporate seal, and delivered the said instrument as the:
free and voluntary act of the said corporation and as thelr
own free and voluntary act, for the uses and purposes therein

set forth.

IR VITEESS WHEREOF, I have hereunto affixed my

'and notarial seal this _§ day of M

Not Pnblie

R
."‘:”Y "\: :

7 My commission expires _ ‘Pl skl g%

o o e g, G656
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THIS INDENTURE Made this day of s 1949,

between JOHNSON MOTORS, LIVISION OF OUTBOARD MARINE AND MANUFPACTURING COMPANY, a
Delaware corporation, duly authorized to do bdusiness in the State of Illinotls,
First Party, for and in consideration of the sum of One Dollar ($1.00) and

4 other good and valuable consideration to it paid by the NORTH SHORE GA3 COMPANY,
an Illinois corporaticn, of 209 Madi{son 3treet, Waukegan, Illinois, Second Party,
the receipt whereof is hereby acknowledged, does hereby grant unto the Second
Party, its successors and assigns, & perpetusl easement and right-of-way to lay
apd maintain a six inch (6") gas pipe across Tract "A® of First Party's property,
Tract "A®" being & tract of land lying (n the Northwest quarter of the Nortawest
quarter of Section 22, Township 48 North, Range 12 East of the Third Principal

Mertdian, Lake County, Illinoi{s, described as follows:

Tracs "A": Deginning st a point in the North line of said
Section 22, that i{s 10 feets Rasterly from, measured at

right angles to the center line of the most Easterly main
lead treack of the Kigin, Joliet and Eastern Railway Company,
as now located across said Seotion 28 (said point of
beginning deing 576 feet sast of the Northwest cormer of
said Section 22; themnoe Southerly along a line dreawn parallel
to and 10 feet Easterly froa said center line of mein line
lead track and the centsr line of the spur treck leading to
8l1ip No. 3, 480.4 feet, more Or less, to a point in the
Kortherly line of the esrip of land, 20 feet in width, whioch
the Rigin, Joliet and Nastern Railway Compeny heresofore
oonveyed %0 the Outdoard Marine and Marufacturing Coapany by
quit claim deed deted January 2, 1948, and recorded in Deed
Record Book Ne. 003 on Page 417 of the Orfride of Recorder of
Deeds ¢f Lake County, Illinois; thence Iasterly along the
Northuldy lime of said strip of land 20 fees in width, 380
Toet 99 & point; themees in & Northerly direction 498.4 feet,
200 oF lees, % a point on the North line of said Sectiocs
38, 397 feet Mast of the Dplace of beginning] shemoe Fest slong
said Yorth line of said Seetion 28, 387 fees to the plaoce of
beginnings

said six {neh (8%) main %o de laid as indicated in a dotted red line on the
attached plan and made s part of this Indemture, for a gas supply for the Firss
Party's buildiag ou Trees "A® and for future supply to First Party's property
oa the lake froat, as well as for future supply required by the Beccnd Party,
upon the fellowing terms and eomditions’

_ 1. I% 15 undaretood and agreed st the title t0 the said six inak
{6") gas main in the premises deserided shall at all times remsin in the Seecad
Party, 155 suscessors and assigne, together with the right at any time %o

Teplace or remove all or any pars thereof,



2, All work i oomnection with the zaintalning, renmewing, and
repairing of said six inch (6%) zas mein anc all other equipment therewith,
including replacements caused by the utilization of Pirst Party's property
shall be perforwed by and all cost and expense to be incurred shall be borne
by and paid by Second Perty, its successors and assigos. A4ll work done shall
be in accordence with aeccepted practices for such services and shall Teet

local conditions applicable to design and construction,

3. Geocond Party, its successors and assigns, shall at all times
indemnify and hold harmless Firet Party, ita successors and sasigns, against
any costs, expenses, suits, loss, damage, injury or liability of sny kind
whatsoever arising out of the construction, maintensnce and use of the right

herein granted.

IN WITNESS WHXREDY the First Party has caused this Indenture to be

executed the day and year firast sbove writtem.

JOHNSON MOTORS, DIVISION OF OUTBOARD
ATTEST MARINE AND MANUPACTURING COMPANY

BYs

STATE OF ILLINOIS)
) ss.
COUNTY OF LAKZ )

I, , & Notary Publie ia and for said
County in the Ftate sforesaid, 4o beredy certify that — ,
—_——_Prestidemat of Johneoa Notors, Division of Outdoerd Marine and
Manufsoturing Company, & Delaware corporetioa, sad )

Secretary of seid eerpores’ioa, personally known %0 me %0 Te the same perecas

whose names arv sudserided %0 the foregoing instrument as sueh President

and Seoretary, respessively, appeared before ne this day in persea «d acknowl edged
that they signed aad delivered the said {nstrument &8 their own free and wvoluntary

act and as the free sad volumtary ases of said eorporetion for the uses and

purposes therein set forth; aand the said __, Becretary,

then and there acknowledged that he, as custodian of the corporete seal of said

ocorporation, 41d affix the corporete seal of said ocorporetion %o said instrument as

his own free and valuntary act and as the fres and voluntary act of seid
corporation for the uses snd purposes therein set forth.

CIVEN under my hand and notarial seal this day of
, A.De 1949,

ic_)nry Public
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Railway, which 1s becoming increasingly industrial in cheracter
(Pig. 6).

The rajilroads, primsrily the Elgin, Jollet and Eastern
and the Chicago and North Western, have been the dominant factors
in the present morphology of industrisl land uses in Waukegan-
North Chicago. The industries have located ss close as possible
to the reilroads. This situstion explains the linear character
of the industrisl belt of the study eres. Similarly, a linear
belt along the North Shore Line is also in the making. The entire
industrial structure has a southern base where all three railroads
come closest to one another. Two industrisl belts branch out from
this base. One of them takes s north-northessterly direction
whils the other extends due north. The northeasterly belt 1s the
mwore highly developed and concentrated, and it l1es on the lake
plsin. The northern belt has only a spotty industrial develop-
ment, primarily of a light industrisl chsracter. The northeast-
erly industrisl belt closely followa the Elgin, Jolist and Esst-
ern and the Chicago snd North Western; the northern industrial
belt follows the Chicego, North Shore and Milwaukes.

The lake plaln industrial belt may be divided into sev-
eral industrial clusters (Fig. 7). The division is intended for
purposes of closer atudy.l The industrisl clusters are: (1) Sand
Strest-Greenwood Avenue Ares, (2) Waukegan Harbor Area, (3) South
Market Street-Tenth Street Area, (4) Sheridan Road-Foss Park Ave-
nus Area, and (5) Twenty-Second Street Ares.

Send Street-Greenwood Avenue Ares.--Areally, the Sand
Street-Greenwood Avenue Area ia the largest industrilsl cluster of
Waukegan-North Chicego. The chief industries included in it are:
Johns Manville, Public Service Company, Griess-Fleger, Paclific
Steel Boiler, and North Shore Ges Company. A conaiderable portion
of the northern part of the srea included in this cluster is out-
slde the Waukegsn city limits. Generally, the industries located
in this areas are lasrge ones. On the whole, this area does not
present a crowded picture of Industrial land uses.

Waukegan Harbor Area.--The Wsukegan Harbor industrial area
extends to the north and west of Waukegan Harbor. The chief {ndus-

L'I‘he ares enclosed within an industrial concentration does
not necessarily include the totsl ares owned end held by the indus-
tries located within such & concentration. Accordingly the lines
of demarcation of the varlous industrial e~ncentrations should not
be construed as indicetive of the ownerst j}r the areas by the in-
dustries contained within the industrial . Acentratiops.

) ) ) ) :
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WAUKEGAN-NORTH CHICAGC
— INDUSTRIAL CLUSTERS
AND
MANUFACTURING EMPLOYME

SCALE OF EMPLOYMENT
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Mill is 1ncluﬂ?d in this clu*}er.
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tries of this area are Johnson Motors, Mosow Screw, Chevrolet
Saginew Foundry, and Blatchford Calf Meal Compsny. The cluster
1s confined by the bluff to the west and Lake Michligan to the
east. It enjoys proximity to the Central Business District of
Weukegan es well as to Weukegan Harbor; at the ssme time, 1t
faces problems of traffic congestion and rallroed crossings.

Sand Street needs to be improved to function more ef-
ficlently as e highway. Also, Pershing Drive, which is the only
highway to reach the North Beach end the industries (Johnson
Motors and Chewrolet Saginaw Foundry), in view of its present
traffic, justifies any program to improve it.

South Market Street-Tenth Street Ares.--This ares extends
east of the raeilroads from 600 South to 1200 South. The South
Market Street Area 1s highly concentrated with industrial land
use. MNMost of the industrisl buildings ere old and thelr appear-
ances show lack of proper upkeep. At the seme time increasing re-
habilitation is in progress in the area. The new and attractive
building of the Vascoloy-Ramet Corporstion looka impressive and
offers a good example of re juvenation. South Market Street suf-
fers from the disedvantages of being a very narrow strip of land,
bound on the east by Lake Michigan and on the west by the rail-
roads and the cemeteries. This circumstance further adds to the
concentration of the industrial land use.

Just acuth of Market Street, and on the lake shore, lies
the American Steel and Wire Mill, which stretches from about
850 South to about 1270 South¢1 On the other side of the Chi-
cago and North Western, along Tenth Street lies another big in-
dustry: United States Envelope Company. The area botween the
Amorican Steel and Wire M11l and Sheridan Rcad is owned by indua-
trial interests and held for new plants or future expansldn.

Sheridan Road-Poss Park Avenue Area.--Thls area lles east
of Sheridan Roed from sbout 1300 South to about 2000 South. Fose
Perk limits the eastern expansion of the area. It includes the
Abbott Lsboratories, the largest industrial establishment of the
Waukegan-North Chicago area. Other industries of this sres are
Houdaille-Herahey Corporation, Cyclone Fence, Natlional Presa, and
@ few amaller ones. Industries bordering the Foss Park Avenuev
are attractively maintained; an irregular atreet pattern gives g
break from the ublquity of the gridiron. Abbotts, with its clus-

LThe ares actually occupled by l American Steel and Wire
) )
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ter of bulldings and its extensive parking lots, however,
presses the passers-by on Sherldan Road. In genersl, the
tries do not appesr to be crowded.

Twenty-Second Street Area.--Thls ares extends from
2100 South to 2400 South, and from the west of Sheridsn Ro
about 1800 West. This 13 the southernmost industrisl clus
Its eastern and southern expanszion is blocked by the Great

Naval Tralning Stetion, though the cluster's southernmost «
slon lies outside the southern city limits of North Chicag

The chief characteristic of this erea is the prese
a network of reilroads which elmost encircles the whole ar
three sides. Areally a small division, it is well reprease
8 number of industries, big snd small. Morrow Avenue pres
attractive appearance. Also, Twenty-Second Street 1s s nme
east-west highwsy.

Fansteel Metallurgical Corporation extends from Sh
Road to Commonwealth Avenue along Twenty-Second Strest wit
minor breaks in its continuity. Nstional Cranberry Assoct
end Ammco Tools are located on Commonwealth Avenue north o
Second Street; the Chicago Hsrdware Foundry 1s located on
wealth Avenue, south of Twenty-Second Street. On Morrow A
the bilg industries are the Deep Preeze Appliance Division
Goelitz Confectionsary.

Industrisl land use slong the Chicago, North Shore
Milwaukes Railroad is not continuous north of the last dis
industrial cluster, and the spotty industrial lend use doe
contain any significant industrial concentrations.

The above discussion reveals that the lake plsin §
trisl belt is in itself composed of the smsller groups of
tries. The big industries are the main stabilizers of ind
location and development in each of the groups. The amall
dustries, however, provide veriety in the industrial struc
both with respect to slze and the nature of the products.

Table 6 further 1llustrates the characteristics of
industrial clusters.

Table 7 presents i{nformation relative to the emplo
densitles of the census group of industries as of the Sums

Pattern of Land Uses

One of the striking festures of the present land-u
tern of Waukegan-North'Chlcsgo is the)parallol, linoﬂr nat

o e P N .~ LI ]



Flg. 22.--A View Tooking Yortheast, Showineg a Close-up of a Section of the Industri
Cluster of 'Waukegrsn 'arbor Ares. '




Pig. 22.--A View Looking Northwest, from Lake Michigan.
oreground. The Photograph Portrays the "Industrial Cluster of W

Johnson Motors Is Seen in the
e "«egan Harbor Area."




Pig. 20.--A View Looking Northeast, Showing Part of the Business Di
24 the Waukegan Harbor. strict, the Rallroads




Exhibit Y

Coulltowhomthese flresents Shall Come, Grevting:

QQMM%& THE FOLLOWING AND HERETO ATTACHED IS A TR

COPY OF THE Articles of Incorporation and all Amendments thereto, to dat
including the latest Change of Registered Agent and Registered Office of
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BEFORE ATTEMPTING TO EXECUTE THESE BLANKS BE SURE TO READ CAREFULLY
THE INSTRUCTIONS ON THE BACK THEREOF.

(THESE ARTICLES MUST BE FILED IN DUPLICATE)

(Do not write In this soace)

STATE OF ILLINOIS, Date Paid ~ &2 - - &=
o | " s T ey 52
To CHARLES F. CARPENTIER, Secretary of State: glllel:‘l:z ree . 7
We, the undersigned,
Address
Name Number Street City State
Y/-\Tillic-;.m I; S'Eee‘f'e. 1.22 -S-gufh &i;higén Xvénue, _C_;hic.ago, Illinois
Philip B. Hill 122 South Michigan Avenue, Chicago, Illinois
Hugh A. Zimmerman 122 South Michigan Avenue, Chicago, Illinois

being natural persons of the age of twenty-one years or more and subscribers to the shares of the corporation to be
organized pursuant hereto, for the purpose of forming a corporation under “The Business Corporation Act” of the
State of I[llinois, do hereby adopt the following Articles of Incorporation:

1

ARTICLE ON
The name of the corporation is: LAKE GAS COMPANY ~

ARTICLE TWO

The address of its initial registered office in the State of Illinois is 209 Madison

e ... and

Street, in the  City of___Waukegan (- ) County of.____ Lake
(Zone)

the name of its initial Registered Agent at said address is: Edwin M. Taber

ARTICLE THREE

The duration of the corporadion is:....Perpetwal . __ . _ .



ARTICLE FOUR

The purpose or purposes for which the corporation is organized are:

To construct, own, lease and operate a plant.
or plants for manufacturing, producing, generating,
storing and furnishing gas, electricity, .various fluids
and other forms of energy and to sell and distribute
the same through pipes,- conductors, conduits or other-

"wise in liquid or gaseous or other forms for heating,
cooling, air conditioning, cooking, lighting, power, and
for such other purpose or purposes as the same now or
hereafter may be useable or applicable to and for; and
for the production and sale of the by-products connected
with or incidental to the operation of said plant or
plants and for such other business or purposes as may
be connected therewith or pertinent thereto.

To construct, develop, explore for, purchase
or otherwise acquire, and to own, hold, maintain and
operate pipelines, storage reservoirs, caverns, all other
storage facilities, and all other equipment and property
suitable, necessary or convenient, incident or pertinent
thereto, and to the transportation and storage of natural
gas and all other gases in liquid or gaseous form; and
to engage in the business of the transportation and stor-
age of all such gases for itself and others.

To buy and sell gas, oil, salt, brine and other
mineral solutions and to produce gas and oil; to manufac-
ture, buy, sell, deal in, engage in, conduct and carry
on the business of manufacturing, buying, selling, leas-
ing, lending and dealing in goods, wares and merchandise
of every class and description, including, but not lim-
ited to, machinery, equipment and appliances of all kinds
which may be applicable to or used in connection with the
production, generation, transmission, distribution, stor-
age, use or consumption of gas, electricity, various
fluids and other forms of energy, and to advance its funds
in connection with the sale and installation or use of any
thereof.



ARTICLE FIVE

PAraGraPH 1: The aggregate number of shares which the corporation is authorized to issue is___2. 000,000

divided into classes. The designation of each class, the number of shares of each class, and the pnr'
value, if any, of the shares of each class, or a statement that the shares of any class are without par value, are as
follows:

Series Number of Par value per share or statement that shares
Class (1f any) Shares are without par value
Common - 2,000,000 Without par value

PamagrapH 2: The preferences, qualifications, limitations, restrictions and the special or relative rights in respect
of the shares of each class are:

None

ARTICLE SIX

The class and number of shares which the corporation proposes to issue without further report to the Secretary
of State, and the considerstion (expressed in dollars) to be received by the corporation therefor, are:

Total consideration to be
Class of shares Number of shares . received therefor:

Common 200 1,000.00

$
$
$
$
$

ARTICLE SEVEN

The corporation will not commence business until at least one thousand dollars has been received as consideration
for the issuance of shares.

ARTICLE EIGHT
The number of directors to be elected at the first meeting of the shareholders is:_Lhree (3)
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ARTICLES OF AMENDMENT

TO THI
ARTICLES OF INCORPORATION
or

LAKE GAS COMPANY E AN
(Exact Cocrporato Namae) " =l ‘:;‘"

F S

To CHARLES F. CARPENTIER, e SR

Secretary of State L T,
Springfield, Illinois A

The undersigned corporation, for the purpose of amending its Articles of
Incorporation and pursuant to the provisions of Section 55 of *“The Business
Corporation Act" of the State of Illinois, hereby executes the following Articles

of Ameadment:

ARTICLE PFIRST: The name of the corporation is:
LAKE GAS COMPANY

ARTICLE SECOND: The following amendment or ameadments were
adopted in the manner prescribed by “The Business Corporation Act” of the
State of Illinois:

The Articles of Incorporation of Lake Gas Company
be, and the same hereby are, amended so as to change
the name of said Company from Lake Gas Company to
North Shore Gas Company.:l~



(Disregard separation into
classes if clags voting does not
apply to the amendment voted
on.)

(Disregard separstion into
classes if class voting does not
apply to the amendment voted
on.)

(Disregard these items uniess the
smendment restates the articles
of incorporation.)

ARTICLE THIRD: The number of shares of the corporation outstand-
ing at the time of the adoption of said amendment or amendments was__20Q
; and the number of shares of each class

entitled to vote as a class on the adoption of said amendment or amendments,
and the designation of each such class were as follows:

Class Number of Shares

ARTICLE FOURTH: The number of shares voted for said amendment or

amendments was___200 . and the number of

shares voted against said amendment or amendments was___Tlone

The number of shares of each class entitled to vote as a class voted for and agrinst
said amendment or amendments, respectively, was:

Class Number of Shares Voted
For Against

Item 1. On the date of the adoption of this amendment restating the articles of
incorporation, the corporation had______shares issued, itemized as follows:

Class Series Number of Par value per share or statement
(If Any) Shares that shares are without par value

Item 2. Og the date of the adoption of this amendment restating the articles of
incorporation, the corporation had a stated capital of S _________and a paid-is

surplus of $___:_.or a total of §.



.
< /
.

N
\

"
\

(Disregard this Article where ARTICLE PIPTH: Tts manner in which the exchange, reclassification,
this amendment contains ao
or cancellation of issued shares, or a reduction of the number of authorized shares

such provisiona.)
of any class below tbhe number of issued shares of that class, provided for in, or

effected by, this amendment, is as follows:

(Disregard this Paragraph ARTICLE SIXTH: Paragraph 1: The manner in which said amendment

where amendment does _nc_n
sfect stated capital or paidis o gmendments effect a change in the amount of stated capital or the amount of

surplus.)

paid-in surplus, or both, is as follows:

(bilr!llrd this Paragraph Paragraph 2: The amounts of stated capital and of paid-in surplus as changed

whers amendment does .not
afiect stated capital or paid-in by this amendment are as follows:

surplus.)
Before Amendment After Amendment

<
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IN WITNESS WHEREOP, the undersigned corporation has caused these Articles of Amendment to be exe-
cuted initsname by ite ___ President, and its corporate teal to be hereto affixed, attested by its

Secretary, this.__16th _ dawcf__ December 19 _63.

LAKE GAS COMPANY
(Rxact Corporats Name)

PLACE - -
CORPORATE SEAL) By ; Mw«.alrr\ Z- U\v\ 1ot
¢ HORE - . y e Presidént

ATTEST:

S _tletle_

Its

STATE OF ILLINOIS
5.
COUNTY OF COOK
S
I Walter J. McElligott a Notary Public, do hereby certify that
on the_ _16th day of __December 19_63 Roy E, Jones personally

appeared before me and. being first duly sworn by me, acknowledged that he signed the foregoing document in
the capacity therein set forth and declared that the statements therein contained are true.

IN WITNESS WHEREOF, I have hereunto set my hand and seal the day and year before written.

PLACE

(NOTARIAL SEAL)

HERED
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ARTICLES OF AMENDMENT
TO THE 2531 50
ARTICLES OF INCORPORATION
OF

North Shore Gas Company
(Ixast Corporate Name)

To RADIXFODMEBILX JOHN W, LEWIS,
Secretary of State
Springfield, [llinois
The undersigned corporation, for the purpose of amending its Articles of
Incorporation and pursuant to the provisions of Section 55 of “The Businem

Corporation Act” of the State of Illinois, hereby executes the following Articles

of Amendment: _ ?KE g

_ ARTICLE FIRST: The name of the corporation is: MAR 15 1371
N 4 ’,
North Shore Gas Company ,MW;,_;%“,__,

ARTICLE SECOND: The following amendment or amendments were  Secrci °f Ti%
sdopted in the manner prescribed by “The Business Corporation Act” of the
State of [llincis:

Article Five of the Articles of Incorporation of North Shore Gas
Company is amended to read as follows:

"ARTICLE FIVE

"PARAGRAPH 1: The aggregate number of shares which the corporation is
authorized to issue is 3,000,000 , divided into one (1) <class, The
designation of each class, the number of shares of each class, and the par
value, if any, of the shares of each class, or a statement that the shares of
any class are without par value, are as follows:

Series Number of Par value per share or statement that
Class (If any) Shares shares are without par value

Common - 3,000,000 Without par value "



(Disregard separstion into
classes if class voting does Dot
apply to the amendment voted
on.)

(Disregard separation imto
classes if class voting does not

apply to the amendment voted

on.)

(Disregard these items unless
the amendment restates the ar-
ticles of incorporation.)

Not ~pplicable

ARTICLE THIRD: The number of shares of the corporation outstand-
1,727,134

ing at the time of the adoption of said amendment or amendments was
; and the number of shares of each clam

entitled to vote as a class on the adoption of said amendment or amendments, and

the designation of eacr such e werd byt follows:

Class Number of Shares

ARTICLE FOURTH: The number of shares voted for said amendment or

amendments was. 1,727,134 ; and the number of
none

shares voted against said amendment or amendments was.

The number of shares of each class entitled to vote as & class voted for and against
said amendment or amendments, respectively, was:

Class Number of Shares Voted
For Against

Item 1. On the date of the adoption of this amendment, restating the articles of
incorporation, the corporation had—________ shares issued, itemized as follows:

Class Series Numberof Par value per share or statement
(It Any) Shares that shares are without par value

Not Applicable

Item 2. On the date of the adoption of this amendment restating the articles of

incorporation, the corporation had a stated capital of & —and a paid-in

surplus of & or a total of &

NV A% oLy



(Disregard this Article whers
this amendment containe no such
provisions.)

(Disregard this Parsgraph
where amendmeat does oot
sffect stated capital or paid-in
surplus.)

(Disregard this Parugraph

whete ameadment dems amt

sffect stated capital er pald-ina )

surplus.)

ARTICLE FIFTH: The manner in which the exchange, reclassification,

or cancellation of issued shares, or & reduction of the number of authorized shares

of any class below the number of issued shares of that class, provided for in, or

effected by, this amendment, is as follows:

Not Applicable

ARTICLE SIXTH: Paragraph 1: The manner in which said amendment

or amendments effect a change in the amount of stated capital or the amount of

paid-in surplus, or both, is e follows:

Not Applicable

Paragraph 2: The amounts of stated capital and of paid-in surplus as changed

by this amendment are as follows:

Before Amendment
Stated capital.......... $ L3
Paid-in surplus. ........ $ i

Not Applicable

After Amendment



/o

IN WITNESS WHEREOF, the undersigned corporation bas caused these Articles of Amendment to be exe-
cuted in its name by mEnm,HimBr and its corporate seal to be hereto affixed, attested by imAssistant

Secretary, this10th  4i0 of March 1971

North Shore Gas Company
(Exact Corporate Name)

PLACE
(CORPORATE SEAL)
HERD
ATTEST: '

EA. ) race,

Its ALV S gg&

STATE OF Illinois
..
COUNTY OF_Cook M
I, Margot G, Hodel — 8 Notary Public, do hereby certify that
on the_ 10th day of_March 19.71 Er-vogéw

appeared before me and, being first duly sworn by me, acknowledged that he signed the foregoing document in the
capacity therein set forth and declared that the statements therein contained are true,

IN WITNESS WHEREOF, I have hereunto set my hand and seal the day and year before written.

P

., -1 - - ‘
’- snma < -.t..iN«\\i\. & - dt\\&bk\
' - e Notary Public
PLACR
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ARTICLES OF AMENDMENT
TO THE
ARTICLES OF INCORPORATION

OF

NORTH SHORE GAS COMPANY !

(Exact Corporata Name)

To MICHAEL J. HOWLETT . .
‘Secretary of State ra A
Springfield, Illinois

The undersigned corporation, for the purpose of amending its Articles of
Incorporation and pursuant to the provisions of Section 55 of ““The Business
Corporation Act” of the State of Illinois, hereby executes the following Articles

of Amendment:

ARTICLE FIRST: The name of the corporation is: North Shore
Gas Company

7/
7/
I

ARTICLE SECOND: The following amendment or amendments were

adopted in the manner prescribed by ““The Business Corporation Act” of the

State of Illinois: Article Five of the Articles of Inc ora-
tion of North Shore Gas Company is amended to readzé‘
follows:

APR24 ]g?s

}Y-.L ,f...c_&ﬂ &
Paragraph 1: The aggregate number of shares which

corporatlon is authorized to issue is 4,000, 0807 wd:.v:.ded
into one (1) class. The designation of each class, the
number of shares of each class, and the par value, if
any, of the shares of each class, or a statement that the
shares of any class are without par value, are as follows:

ARTICLE FIVE

Series Number of Par value per share or
Class (if any) Shares statement that shares
are without par value

Common - 4,000,000 Without par value



- (Disregard separation intc ARTICLE THIRD: The number of shares of the corporation outstand-

ciasses if ciasz voung does nnt

appiy to tae amendment voted ing at the time of the adoption of said amendment or amendments was 2,652, 13-
on.)
common shares ; and the number of shares of each class

entitled to vote as a class on the adoption of said amendment or amendments,

and the designation of each such class were as follows:

Class Number of Shares
o
not applicable
(Disregard separation into ARTICLE FOURTH: The number of shares voted for said amendment or
classes if class voting does not ,
apply to tne amendment voted  amendments was___ 2,652,134 : ; and the number of
on.) .
shares voted against said amendment or amendments was__none
The number of shares of each class entitled to vote as a class voted for and
against said amendment or amendments, respectively, was:
Class Number of Shares Voted
- For Against
not applicable
(Disregard these items unless Item 1. On the date of the adoption of this amendment, restating the articles of
- the amendment restates the
articles of incorporaticn. incorporation, the corporation had_______shares issued, itemized as follows:
Class Series Number of Par value per share or statement
(If Any) Shares that shares are without par value
not applicable
Item 2. On the date of the adoption of this amendment restating the articles of
- . incorporation, the corporation had a stated capitalof $__________and a paid-in

surplus of § , or a total of §
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(Disregard this Article where
this amendment contains no
such provisions.)

(Disregard this Paragraph
where amendment does not
atfect stated capital or paid-in
surplus.)

(Disregard this Paragraph
where amendment does not
affect stated capital or paid-in
surplus.)

ARTICLE FIFTH: The manner in which the exchange, reclassification, or
cancellation of issued shares, or a reduction of the number of authorized shares
of any class below the number of issued shares of that class, provided for in, or

effected by, this amendment, is as follows:

not applicable

ARTICLE SIXTH: Paragraph 1: The manner in which said amendment
or amendments effect a change in the amount of stated capital or the amount of

paid-in surplus, or both, is as follows:

not applicable

Paragraph 2: The amounts of stated capital and of paid-in surplus as
changed by this amendment are as follows:
Before Amendment After Amendment
Stated capital....... $ s

Paid-in surplus. ... .. $ $

not applicable



iN WITNESS WHEREOF. the undersigned corporation has caused these Articles of Amendment to be

executed in its name by its—_vice President, and its corporate seal to be hereto affixed, attested by its
Assistant Secretary, this_ 10th day of April 19_75
____North Shore Gas Company
(Exaet Corporats Name)
Place §
(CORPORATE SEAL) &R\ el

Here s Vice

ATTEST: \ -
s ASSt. Secrsary
STATE OF Illinois
ss.

COUNTY OF Cook M

I, Marilyn J. Yates a Notary Public, do hereby certify that
on the 18th  day of April, 19_75 , —William C. Terpstra  personally.
appeared before me and, being first duly sworn by me, woxsos_&n& that he signed the foregoing document in
the capacity therein set forth and declared that the statements therein contained are true.

IN WITNESS WHEREOF, I have hereunto set my hand and seal the day and vdw_, before written.

V\ufﬁv«w\%\»\;\J\l \trr!\

</ ._Netary/Public

Place
(NOTARIAL SEAL)
Here
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ARTICLES OF AMENDMENT
TO THE
ARTICLES OF INCORPORATION
OF

NORTH SHORE GAS COMPANY
(Exact Corporats Name)

To ALAN J. DIXON
2 .cretary of State
Springfield, Illinois
The undersigned corporation, for the purpose of amending its Articles of
Incorporation and pursuant to the provisions of Section §5 of “The Business

Corporation Act” of the State of Illinois, hereby executes the following Articles
of Amendment:

ARTICLE FIRST: The name of the corporation is: P | A g D
NORTH SHORE GAS COMPANY i
FEB 4 1977

ARTICLE SECOND: The following amendment or amendments were

adopted in the manner prescribed by “The Business Corporation Act” of the ALAN J. DIXON
State of Illinois: Secretary of State

RESOLVED: That ARTICLE FIVE of the Articles of Incorporation of North Shore Gas Company
(the “Company”) be amended so as to read in its entirety as follows:

ARTICLE FIVE

Paragraph 1: The aggregate number of shares which the Company is authorized to issue is
5,250,000 divided into two classes. The designation of each class, the number of shares of each class,

and the par value, if any, of the shares of each class, or a statement that the shares of any class are
without par value, are as follows:

L R Y



Par value per share
or statement that

Series Number shares are without

Class (If 2nv) of Shares par value
5100 Cumulative Preferred See Paragraph 2-I(a) 250.000 3$100.00
Common None 5,000,000

without par value

Paragraph 2: The preferences, qualifications, limitations, restrictions and the special or relative
rignts in respect of the shares of each class are:

I. $100 CUMULATIVE PREFERRED STOCK

(a) Issue of $100 Cumulative Preferred Stock in Series. Authority is bereby expressly vested in
the Board of Directors to divide, and to provide for the issue from time to time of the $100 Cumulative
Preferred Stock in series, and to fix and determine as to each such series:

(1) the designation of, and the number of shares to be issuable in, such series;

(2) the dividend rate per annum for the shares of such series, expressed either as a dollar

amount per share or as a percentage of the par value thereof, and the time of payment of such
dividends;

(3) the price or prices at which, and the terms and conditions on which, such shares may
be redeemed;

(4) the amount payable uponv cach of such shares in the event of voluntary dissolution,
liquidation or winding up of the Company;

(5) the amount payable upon ¢ach of such shares in the event of involuatary dissolution,
liquidation or winding up of the Company;

(6) sinking fund provisions, if any, for the redemption or purchase of such shares (the term
“sinking fund™, as used herein, including any analogous fund, however designated);

(7) it such shares are to be issued with the privilege of conversion into shares of the
Common Stock, the terms and conditions on which such shares may be so converted; and

(8) other special rights and privileges of shares of such series as shall not be inconsistent with
the provisions hereof.

In all other respects shares of the $100 Cumulative Preferred Stock of all series shall be identical.

So long as any shares of any series of the $100 Cumulative Preferred Stock shall be outstanding, the
resolution of the Board of Directors establishing such series shall not be amended or revoked so as ad-
versely to affect any of the preferences or other rights of the holders of the shares of such series, without
the affirmative vote or the written consent of the holders of at least two-thirds of the shares of such series
outstanding at the time or as of a record date fixed by the Board of Directors, but such resolution may be
so amended or revoked with such vote or consent.

(b) Priority. The $100 Cumulative Preferred Stock shall be prior and senior to the Common
Stock as to the payment of dividends and as to the distribution of assets upon dissolution, liquidation or
winding up of the Company.

(¢) Dividendd. Holders of the $100 Cumulative Preferred Stock of each series shall be entitled to
receive cash dividends, out of funds legally available therefor, when and as declared by the Board of
Directors, at such rate per annum and payable on such dates as shall have been fixed by the Board of
Directors for the shares of such series. Dividends on the $100 Cumulative Preferred Stock of each series

2



shall be cumulative with respect to each share from the date of issue thereof. Accumulations of dividends
shall not bear interest. Whenever there shall be paid on the shares of any series of the $100 Cumulative
Preferred Stock the full amount or any part of the dividends payable thereon, there shall also be paid at the
same time on the shares of each other series of $100 Cumulative Preferred Stock, if any, then outstanding
the full amount or a like proportionate part, as the case may be, of the dividends payable thereon.

No funds shall be paid into or set aside for any sinking fund created for any series of the $100
Cumulative Preferred Stock or for any stock of any class ranking on a parity with or junior to the $100
Cumulative Preferred Stock with respect to the payment of dividends or the distribution of assets, unless
all dividends on the $100 Cumulative Preferred Stock for all past dividend periods, and for the current
dividend period, shall have been paid in full or shall have been declared and funds sufficient for such
payment set aside by the Company, separate and apart from its other funds.

No dividend shall be paid or other distribution made on any stock of any class ranking on a parity
with or junior to the $100 Cumulative Preferred Stock with respect to the payment of dividends or the
distribution of assets, other than a dividend or distribution solely of shares of such stock, and no such
stock shall be redeemed, purchased or otherwise acquired by the Company for a consideration, unless
(1) all dividends on the $100 Cumulative Preferred Stock for all past dividend periods, and for the cur-
rent dividend period, shall have been paid in full or shall bave been declared and funds sufficient for such
payment set aside by the Company, separate and apart from its other funds, and (2) all funds then and
theretofore required to be paid into or set aside for any sinking fund or funds created for all series of the
$100 Cumulative Preferred Stock shall have been so paid or set aside.

(d) Redemption of $100 Cumulative Preferred Stock. Subject to the limitations stated in sub-
divisions (c) and (e) hereof and except as may be otherwise provided by the Board of Directors in
respect of the shares of a particular series, shares of any one or more series of the $100 Cumulative Pre-
ferred Stock may be called for redemption and redeemed, at the option of the Company, in whole at any
time or in part from time to time, upon the notice hereinafter provided for, by the payment therefor in
cash of the then applicable optional redemption price or prices fixed by the Board of Directors for the
shares which are to be redeemed.

If at any time less than all shares of any series of the $100 Cumulative Preferred Stock shall be
called for redemption, the shares so called shall be selected by lot in such manner, or pro rata, all as
may be determined by the Board of Directors.

Notice of any proposed redemption shall be given by the Company by first class mail, postage pre-
paid, or caused by the Company to be so given, not more than 60 nor less than 30 days prior to the
redemption date, to the holders of record of the shares to be redeemed at their respective addresses then
appearing, on the records of the Company.

At any time betore the redemption date the Company may deposit in trust the funds necessary
for such redemption with a bank or trust company, to be designated in the notice of such redemption,
doing business in the City of Chicago, State of Illinois, or in the Borough of Manhattan, The City of
New York, State of New York, and having capital, surplus and undivided profits aggregating at least
$5,000,000. In the event such deposit is made so that the deposited funds shall be forthwith available
to the holders of the shares to be redeemed upon surrender of the certificates evidencing such shares,
then, upon the giving of the notice of such redemption, as hereinabove provided, or upon the earlier
delivery to such bank or trust company of irrevocable authorization and direction so to give such notice,
all shares with respect to the redemption of which such deposit shall have been made and the giving
of such notice effected or authorization therefor given shall, whether or not the certificates for such
shares shall have been surrendered for cancellation, be deemed to be no longer outstanding for any
purpose and all rights with respect to such shares shall thereupon cease and terminate, except only the
right of the holders of the certificates for such shares (1) to receive, out of the funds so deposited
in trust, from and after the time of such deposit, the amount payable upon the redemption thereof,
without interest, or (2) to exercise any privilege of conversion which shall not theretofore have terminated.
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Any funds so deposited which shall not be required for the payment of the redemption price of such
shares by reason of the exercise of any right of conversion subsequent to the date of such deposit shail
be paid over to the Company forthwith. At the expiration of six years after the redemption date, any
such funds then remaining on deposit with such bank or trust company shall be paid over to the Company,
free of trust. and thereafter the holders of the certificates for such shares shall have no claims against
such bank or trust company, but only claims as unsecured creditors against the Company for amounts
equal to their pro rata portions of the funds so paid over, without interest. Any interest on or other
accretions to funds deposited with such bank or trust company shall belong to the Company.

The provisions of this subdivision (d) with respect to the method and effect of redemption shall
be applicable to the redemption of shares pursuant to any sinking fund created for any series of the
$100 Cumulative Preferred Stock as well as to the optional redemption of shares, except to the extent.
if any, that the terms of such sinking fund, as fixed and determined by the Board of Directors, shall
expressly otherwise provide.

(&) Limitations on Redemption and Purchase of $100 Cumulative Preferred Stock. 1f and so long
as the Company shall be in default in the payment of any dividend on shares of any series of the $100
Cumulative Preferred Stock, or shall be in default in the payment of funds into or the setting aside of
funds for any sinking fund created for any series of the $100 Cumulative Preferred Stock, the Company
shall not (other than by the use of unapplied funds, if any, paid into or set aside for a sinking fund
or funds prior to such default) redeem, purchase or otherwise acquire for a consideration any shares of
the $100 Cumulative Preferred Stock unless (i) all shares thereof are redeemed or (ii) such purchase or
acquisition is made pursuant to an offer to purchase at the respective redemption prices made on a com-
parable basis to the holders of all shares of the $100 Cumulative Preferred Stock then outstanding.

(8) Status of $100 Cumulative Preferred Stock Redeemed, Purchased or Otherwise Reacquired.
All shares of the $100 Cumulative Preferred Stock of any series which shall have been redeemed,
purchased or otherwise reacquired by the Company shall be cancelled and shall not be issued as shares
of such series.

(g) Liquidation Preference. In the event of dissolution, liquidation or winding up of the Company,
whether voluntary or involuntary, holders of the $100 Cumulative Preferred Stock of each series shall
be entitled to receive out of the assets of the Company, before any payment or distribution shall be
-.made to the holders of Common Stock or of any other stock of the Company ranking junior to the $100
Cumulative Preferred Stock with respect to the payment of dividends or the distribution of assets, such
amount per share as shall have been fixed by the Board of Directors as the dissolution, liquidation or
winding up price, as the case may be, for the shares of such series. If upon any such dissolution, liquida-
tion or winding up, the assets of the Company available for payment to stockholders are not sufficient to
make payment in full to holders of the $100 Cumulative Preferred Stock, payment shall be made to
such holders ratably in accordance with the numbers of shares held by them respectively, and, in case
there shall then be outstanding more than one series of the $100 Cumulative Preferred Stock, ratably in
accordance with the respective distributive amounts to which such holders shall be entitled.

Neither a consolidation or merger of the Company with or into any other corporation, nor a merger
of any other corporation into the Company, nor the redemption or purchase by the Company of all or a
part of the outstanding shares of any class or classes of its stock, nor a sale or transfer of the property and
business of the Company, as or substantially as an entirety, shall be considered a dissolution, liquidation
or wicding up of the Company within the meaning of the foregoing provisions.

(h) Restriction on Certain Corporate Action. (1) So long as any shares of the $100 Cumulative
Preferred Stock shall be outstanding,

(A) the Company shall not, without the affirmative vote or the written consent of the holders
of at least two-thirds of the shares of the $100 Cumulative Preferred Stock outstanding at the time
or as of a record date fixed by the Board of Directors, create or authotize any stock of any class
ranking prior to or on a parity with the $100 Cumulative Preferred Stock with respect to the pay-
ment of dividends or the distribution of assets; and
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(B) the Company shail not amend the Articles of Incorporation of the Company so as ad-
versely to affect any of the preferences or other rights of the holders of the $100 Cumulative Pre-
ferred Stock without (i) the affirmative vote or the written consent of the holders of at least
two-thirds of the shares of the $100 Cumulative Preferred Stock outstanding at the time or as of a
record date fixed by the Board of Directors and (ii) the affirmative vote or the written consent of
the holders of at least two-thirds of the shares of each series of the $100 Cumulative Preferred
Stock so adversely affected outstanding at the time or as of a record date fixed by the Board of
Directors.

(2) So long as any shares of the $100 Cumulative Preferred Stock shall’ be outstanding, the
Company shall not, without the affirmative vote or the written consent of the holders of a majority of
the shares of the $100 Cumulative Preferred Stock outstanding at the time or as of a record date fixed
by the Board of Directors, consolidate with or merge into any other corporatior, under applicable
statutory procedure, or make any sale or transfer of the property and business of the Company as or
substantially as an entirety; provided, however, that this restriction shall not apply to a consolidation of
the Company with or its merger into or the sale or transfer of the property and business of the Company
as or substantially as an entirety to (i) any corporation which as of February 15, 1977 owned direcdy, or
indirectly through one or more other corporations, 50% or more of the voting securities of the Company,
(ii) any corporation, 50% or more of the voting securities of which were so owned by the Company as
of February 15, 1977, or (iii) any corporation, when such consolidation, merger, sale or transfer shall be
required by order or regulation of any commission or other governmental agency having jurisdiction in
the premises. The term “sale or transfer”, as used in this subpart (h), includes a lease or exchange but
does not include a mortgage or pledge.

(i) Preemptive Rights. Holders of the $100 Cumulative Preferred Stock shall not have any pre-
. ecmptive rights.

II. COMMON STOCK

(a) Dividends. Subject to the preferential rights of the holders of the $100 Cumulative Preferred
Stock with respect to the payment of dividends and sinking fund payments, as set forth in subdivision (¢)
of Division I, holders of the Common Stock shall be entitied to receive dividends, out of funds legally
available therefor, when and as declared by the Board of Directors.

(b) Liguidation Preferences. In the event of dissolution, liquidation or winding up of the Company,
whether voluntary or involuntary, holders of the Common Stock shall be entitled to receive, ratably in
accordance with the numbers of shares held by them respectively, the assets of the Company, available
for payment to shareholders, remaining after payment in full shall have been made to holders of the
$100 Cumulative Preferred Stock in accordance with the provisions of subdivision (g) of Division I.

Neither a consolidation or merger of the Company with or into any other corporation, nor a merger
of any other corporation into the Company, nor the redemption or purchase by thc Company of all or
a part of the outstanding shares of any class or classes of its stock, nor a sale or transfer of the property
and business of the Company, as or substantiaily as an entirety, shall be considered a dissolution, liquida-
tion or winding up of the Company within the meaning of the foregoing provisions.

(c) Preemptive Rights. Holders of the Common Stock shall not have any preemptive rights.

Disregard separation into classes ARTICLE THIRD: The number of shares of the corporation outstanding

£ class voting does not apply to at the time of the adoption of said amendment or amendments was 3,150,887

he amendment voted on.) common shares; and the number of shares of each class entitled to vote as a
class on the adoption of said amendment or amendments, and the designation
of each such class were as follows:

Class Number of Shares
Inapplicable



{Disregard separation into classes
if class voting does not apply to
the amendment voted on.)

(Disregard these items unless the
amendment restates the articles
of incorporation.)

(Disregard this Article where this
amendment contains no such pro-
visions.)

(Disregard this Paragraph where
amendment does not affect stated
capital or paid-in surpius.)

(Disregard this Paragraph where
amendment does not affect stated
capital or paid-in surpius.)

ARTICLE FOURTH: The number of shares voted for said amendment
or amendments was 3,150,887; and the number of shares voted against said
amendment or amendments was 00. The number of shares of each class entitled
to vote as a class voted for and against said amendment or amendments,
respectively, was:

Class Number of Shares Voted
For Against

Inapplicable

Item 1. On the date of the adoption of this amendment, restating the articles
of incorpora.ion, the corporation had shares issued, itemized as follows:

Series Number Par value per share or statement
Class (I Any) of Shares that shares are without par value
Inapplicable

Item 2. On the date of the adoption of this amendment restating the articles of
incorporation, the corporation had a stated capital of $ and a
paid-in surplus of § or a total of $

Inapplicable

ARTICLE FIFTH: The manner in which the exchange, reclassification,
or cancellation o issued shares, or a reduction of the number of authorized
shares of any class below the number of issued shares of that class, provided
for in, or effected by, this amendment, is as follows:

Inapplicable

ARTICLE SIITTH: Paragraph 1: The manaer in which said amendment
or amendments effect a change in the amount of stated capital or the amount
of paid-in surplus, or both, is as follows:

Inapplicable

Paragraph 2: The amounts of stated capital and of paid-in surplus as
changed by this amendment are as follows:

Before Amen7ment After Amendment

Stated capital ................ $ H
Paidsin surplus .............. S $
Inapplicable



IN WITNESS WHEREOF, the undersigned corporation has caused these Articles of Amendment o be

executed in its name by its__ President, and its corporate seal to be hereto affixed, attesteq by its

’.&EERRBQ. this 3rd day of__February . 19_77

North Shore Gas Company

Place - \ (Exact Corporate Name)
(CORPORATE SEAL) By . 2 o, g e
Here P e P
resident
ATTEST: -

LEZH

Its .\wmmwm»mbﬁsag

meﬁmomFran .a
COUNTY OF COOK M

I, Rita Thomas — 2 Notary Public, do hereby certify that
onthe__3rd  day of February 1977 ——George L. Morrow personally
appeared before me and, being first duly sworn by me, acknowledged that he signed the foregoing document in
the capacity therein set forth and declared that the Statements therein contained are true.

* IN WITNESS WHEREOF, I have hereunto set my hand and sea] ﬁ and year before written

&NJ&\:JL;Y
e

Notary Public
Place My Commiss;on Expires
(NOTARIAL SEAL) June 20, jagg
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Form BCA (12, 72a, 110, 170a) fiene. D 424G 12 ]

Date _ &l - 1-3‘?‘ 2
FilingFee s _S. 0D

File in duplicate

Piease read instructions on back
before attempting to executs Clerk AS

CERTIFICATE OF CHANGE OF REGISTERED AGENT AND REGISTERED OFFICE BY
A FOREIGN OR DOMESTIC CORPORATION OF ILLINOIS

To
Secretary of State
Springtield, lllinais

The undersigned corporation, organized and existing under the laws of the State of ___I111linois for the
purpose of changing its registered agent or its registered office, or both, in llinois as provided by 'The Business Corporation Act"
of lilinois represents that:

’

1.  The name of the corporation is North Shore Gas Company

-

2. The address, including street and number, if any, of its present registered office (before change) is _Boom 213,
122 South Michigan Avenue, Chicago, Illinois 60603

@ Its registered office (Inc/uding street and number If any change in the registered office is to be made) is hereby changed to
: Room 1609, 122 S. Michigan Avenue ~Street Chicago

1L { 60603 ) County of Cook
(Zip Code)

4.  The name of its present registered agent (before change) is Donald G. Holm

5. The name of the new registered agent is SR €~

»

6.  The address of its registered office and the address of the business office of its registered agent- Titmged, will be identical.

7.  The manner of authorization of such change(s) was:
a. [ By resolution duly authorized by the board of directors;

b. By action of its registered agent.



{Sign below where the above change(s) were authorized
s resclution of the board of directors.)

Under penalty of perjury and as an authorized officer of
the corporation, | declare that this document has been
examined by me and is, to the best of my knowledge
and belief, true, correct, and complete,

IN WITNESS WHEREOF, | have hereunto subscribed
my name and affixed the seal of said corporation, on

this day of 19
By
(bres. or Vice-res.) Efiu.)
seal
Attest
(Sec. or Assist, S¢c.) (Title)

SIGNATURES

(Sign below where the above chanoe of aacress was
authorized by action of the registered agent. )

Under penalty of perjurv and as the authorized registered
agent of the corporation, | declare that this document
has been examincd by me and is, to the best of my
knowledge and belief, trus, correct, and complete,

IN WITNESS WHEREOF, | have hereunto subscribed

my name on this 29th  day of March
19 B2
By %%{4

Registersd Agent

INSTRUCTIONS

1. The registered office may, but need not be the same as the principal office of the corporation. However, the registered
office and the office address of the agent must be the same.

[

The registered office must be in lllinois and must be a street or road address, not a post office box number.

3. A registered agent may change the address of the registered office of the corporation, for which he is registered agent,

to another address in this State.

i

If the registered office is changed from one county to another, then the corporation musi ij

wuh the recorder of deeds

of the new county a certified copy of the articles of incorporation and a certified copy of the statement of the change of
registered office. Such certified copies may be obtained only from the Secretary of State.

5. A corporation cannot act as its own registered agent.
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Exhibit 2Z

BY-LAWS

OF

NORTH SHORE GAS COMPANY

AMENDED JULY 5, 1989



BY-LAWS
ARTICLE I - OFFICES
ARTICLE II - MEETINGS OF SHAREHOLDERS
ARTICLE III - DIRECTORS AND COMMITTEES
ARTICLE IV - OFFICERS
ARTICLE V - INDEMNIFICATION OF DIRECTORS,

OFFICERS AND EMPLOYES

ARTICLE VI - CERTIFICATES OF STOCK AND THEIR
TRANSFER
ARTICLE VII - MISCELLANEQUS (CONTRACTS)

ARTICLE VIII - AMENDMENT OR REPEAL OF BY-LAWS
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BY-LAWS
OF
NORTH SHORE GAS COMPANY
ARTICLE I
Qffices

SECTION 1.1. Principal Office. The principal office of
the Company shall be in the City of Chicago, County of Cook and State
of Illinois.

SECTION 1.2. Qther Offices, The Company may also have
offices at such other places both within and without the State of
Illinois as the Board of Directors may from time to time determine or
the business of the Company may require.

ARTICLE II
Meetings of Shareholders

SECTION 2.1. Annual Meeting., The annual meeting of the
shareholders shall be held on the last Thursday of the month of March
in each year, if not a legal holiday, or, if a legal holiday, then on
the next preceding business day, for the purpose of electing
directors and for the transaction of such other business as may come
before the meeting. If the election of directors shall not be held
on the day herein designated for the annual meeting, or at any
adjournment thereof, the Board of Directors shall cause such election
to be held at a special meeting of the shareholders as soon

thereafter as convenient.



SECTION 2.2. Special Meetings. Except as otherwise
prescribed by statute, special meetings of the shareholders for any
purpose or purposes, may be called by the Chairman of the Board, the
President, a majority of the Board of Directors or shareholders
owning capital stock of the Company having not less than 20% of the
total voting power. Such request shall state the purpose or purposes
of the proposed meeting.

SECTION 2.3. Place of Meetings. Each meeting of the
shareholders for the election of directors shall be held at the
principal office of the Company in the City of Chicago, Illinois,
unless the Board of Directors shall by resolution designate another
place as the place of such meeting. Meetings of shareholders for any
other purpose may be held at such place, and at such time as shall be
determined by the Chairman of the Board, or the President, or in
their absence, by the Secretary, and stated in the notice of the
meeting or in a duly executed waiver of notice thereof.

SECTION 2.4. Notice of Meetings, Written or printed
notice stating the place, date and hour of each annual or special
meeting of the shareholders, and, in the case of a special meeting,
the purpose or purposes for which the meeting is called, shall be
given not less than 10 or more than 60 days before the date of the
meeting, except as otherwise provided by statute. Notice of any
meeting of the shareholders may be waived by any shareholder.

SECTION 2.5. Quorum, The holders of a majority of the
shares issued and outstanding and entitled to vote thereat, present

in person or represented by proxy, shall be requisite for, and shall



constitute, a quorum at all meetings of the shareholders of the
Company for the transaction of business, except as otherwise provigded
by statute or these by-laws. If a quorum shall not be present or
represented at any meeting of the shareholders, the shareholders
entitled to vote thereat, present in person or represented by proxy,
shall have power to adjourn the meeting from time to time, without
notice other than announcement at the meeting if the adjournment is
for thirty days or less or unless after the adjournment a new record
date is fixed, until a quorum shall be present or represented. At
such adjourned meeting, at which a quorum shall be present or
represented, any business may be transacted which might have been
transacted at the meeting as originally noticed.

SECTION 2.6. Proxies. At every meeting of the
shareholders, each shareholder having the right to vote thereat shall
be entitled to vote in person or by proxy. Such prbxy shall be
appointed by an instrument in writing subscribed by such shareholder
and bearing a date not more than eleven months prior to such meeting,
unless such proxy provides for a longer period, and shall be filed
with the Secretary of the Company before, or at the time of, the
meeting.

SECTION 2.7. Yoting, At each meeting of the shareholders,
each shareholder shall be entitled to one vote for each share of
stock entitled to vote thereat which is registered in the name of
such shareholder on the books of the Company. At all elections of
directors of the Company, the holders of shares of stock of the

Company shall be entitled to cumulative voting. When a quorum is



present at any meeting of the shareholders, the vote of the holders
of a majority of the shares present in person or represented by proxy
and entitled to vote at the meeting shall be sufficient for the
transaction of any business, unless otherwise provided by statute or
these by-laws.

SECTION 2.8. Presiding Officer. The presiding officer of
any meeting of the shareholders shall be the Chairman of the Board
or, in the case of the absence of the Chairman of the Board, the
President.

ARTICLE III
Directors and Committees

SECTION 3.1. Number and Election. The business and
affairs of the Company shall be managed and controlled by a board of
directors, six (6) in number, none of whom needs to be a
shareholder. The directo}s shall be elected by the shareholders
entitled to vote at the annual meeting of such shareholders and each
director shall be elected to serve for a term of one (l) year and
thereafter until his successor shall be elected and shall qualify.
In the event of a vacancy on the Board by reason of death,
resignation or otherwise, the vacancy may be filled by vote of the
shareholders at the next annual meeting or at a special meeting
called for such purpose.

SECTION 3.2. Regular Meetings, A regular meeting of the
Board of Directors shall be held immediately, or as soon as
practicable, after the annual meeting of the shareholders in each
year for the purpose of electing officers and for the transaction of
such other business as may be deemed necessary, and regular meetings

of the Board shall be held at such date and time and at such place as



the Board of Directors may from time to time determine. Not less
than two days' notice of all regular meetings of the Board, except
the meeting to be held after the annual meeting of shareholders which
shall be held without other notice than this by-law, shall be given
to each director personally or by mail or telegram.

SECTION 3.3. Special Meetings., Special meetings of the
Board may be called at any time by the Chairman of the Board, the
President, or by any two directors, by causing the Secretary to mail
to each director, not less than three days before the time of such
meeting, a written notice stating the time and place of such
meeting. Notice of any meeting of the Board may be waived by any
director.

SECTION 3.4. Quorum. At each meeting of the Board of
Directors, the presence of not less than a majority of the total
number of directors specified in Section 3.1 hereof shall be
necessary and sufficient to constitute a quorum for the transaction
of business, and the act of a majority of the directors present at
any meeting at which there is a quorum shall be the act of the Board
of Directors, except as may be otherwise specifically provided by
st;tute. If a quorum shall not be present at any meeting of
directors, the directors present thereat may adjourn the meeting from
time to time, without notice other than announcement at the meeting,
until a quorum shall be present. In determining the presence of a
quorum at a meeting of the directors or a committee thereof for the
purpose of authorizing a contract or transaction between the Company
and one or more of its directors, or between the Company and any

other corporation, partnership, association, or other organization in



which one or more of the directors of this Company are directors or
officers, or have a financial interest in such other organization,
such interested directors may be counted in determining a quorum.

SECTION 3.5. Presiding Officer., The presiding officer of
any meeting of the Board of Directors shall be the Chairman of the
Board or, in his absence, the President or, in his absence, any other
director elected chairman of the meeting by vote of a majority of the
directors present at the meeting.

SECTION 3.6. Committees. The Board may appoint
committees, standing or special, from time to time from among its own
members or otherwise, and may confer such powers on such committees
as the Board may determine and may revoke such powers and terminate
the existence of such committees at its pleasure.

SECTION 3.7. Action Without Meeting., Any action required
or permitted to be taken at any meeting of the Board of Directors, or
any committee thereof, may be taken without a meeting if all members
of the Board or of such committee, as the case may be, consent
thereto in writing and such writing or writings are filed with the
minutes of the proceedings of the Board or such committee.

SECTION 3.8. Fees and Compensation of Directors.
Directors shall not receive any stated salary for their services as
such; but, by resolution of the Board of Directors, reasonable fees,
with or without expenses of attendance, may be allowed. Members of
the Board shall be allowed their reasonable traveling expenses when
actually engaged in the business of the Company, to be audited and

allowed as in other cases of demands against the Company. Members of
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standing or special committees may be allowed fees and expenses for
attending committee meetings. Nothing herein contained shall be
construed to preclude any director from serving the Company in any
other capacity and receiving compensation therefor.

ARTICLE 1V

Qfficers

SECTION 4.1. Election of Officers. There shall be elected
by the Board of Directors in each year the following officers: a
Chairman of the Board; a President; such number of Senior Vice
Presidents, such number of Executive Vice Presidents, such number of
Vice Presidents and such number of Assistant Vice Presidents as the
Board at the time may decide upon; a Secretary; such number of
Assistant Secretaries as the Board at the time may decide upon; a
Treasurer; such number of Assistant Treasurers as the Board at the
time may decide upon; and, if the Board may decide,.a General
Counsel; and such number of Assistant General Cousel as the Board at
the time may decide upon. Any two or more offices may be held by one
person, except that the offices of President and Secretary may not be
held by the same person. All officers shall hold their respective
offices during the pleasure of the Board.

SECTION 4.2. Appointment of Officers. The Board of
Directors, the Chairman of the Board, or the President may from time
to time appoint such other officers as may be deemed necessary,
including one or more Vice Presidents, one or more Assistant Vice
Presidents, one or more Assistant Secretaries, one or more Assistant

Treasurers, a Controller, one or more Assistant Controllers, one or



more Assistant General Counsel, and such other agents, employes and
attorneys-in-fact of the Company as may be deemed proper. Such
officers, agents, employes and attorneys-in-fact shall have such
authority, (which may include the authority to execute and deliver on
behalf of the Company contracts and other instruments in writing of
any nature), perform such duties and receive such compensation as the
Board of Directors or, in the case of appointments made by the
Chairman of the Board or the President, as the Chairman of the Board
or the President, may from time to time prescribe and determine. The
Board of Directors may from time to time authorize any officer to
appoint and remove agents and employes, to prescribe their powers and
duties and to fix their compensation therefor.

SECTION 4.3. Duties of Chairman of the Board. The
Chairman of the Board shall be the chief executive officer of the
Company and shall have control and direction of the management and
affairs of the Company and may execute all contracts, deeds,
assignments, certificates, bonds or other obligations for and on
behalf of the Company, and sign certificates of stock and records of
certificates required by law to be signed by the Chairman of the
Board. When present, the Chairman of the Board shall preside at all
meetings of the Board and of the shareholders. In the absence of the
Chairman of the Board, due to his permanent disability, death,
resignation or removal from office, the Vice Chairman of the
Executive Committee shall promptly convene the Executive Committee to
select a nominee for that office and submit said nominee's name to

the Board of Directors for their consideration.



SECTION 4.4. Duties of President, Subject to the control

and direction of the Chairman of the Board, and to the control of the
Board, the President shall have general management of all the
business of the Company, and he shall have such other powers and
perform such other duties as may be prescribed for him by the Board
or be delegated to him by the Chairman of the Board. He shall
possess the same power as the Chairman of the Board to sign all
certificates, contracts and other instruments of the Company. In
case of the absence or disability of the President, or in case of his
death, resignation or removal from office, the powers and duties of
the President shall devolve upon the Chairman of the Board during
absence or disability, or until the vacancy in the office of
President shall be filled.

SECTION 4.5. Duties of Vice President. Each of the Senior
Vice Presidents, Executive Vice Presidents, Vice Presidents and
Assistant Vice Presidents shall have such powers and duties as may be
prescribed for him by the Board, or be delegated to him by the
Chairman of the Board or by the President. Each of such officers
shall possess the same power as the President to sign all ‘
certificates, contracts and other instruments of the Company.

SECTION 4.6. Duties of Secretary. The Secretary shall
have the custody and care of the corporate seal, records and minute
books of the Company. He shall attend the meetings of the Board, and
of the shareholders, and duly record and keep the minutes of the
proceedings, and file and take charge of all papers and documents

belonging to the general files of the Company, and shall have such
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other powers and duties as are commonly incident to the office of
Secretary or as may be prescribed for him by the Board, or be
delegated to him by the Chairman of the Board or by the President.

SECTION 4.7. Duties of Treasurer, The Treasurer shall
have charge of, and be responsible for, the collection, receipt,
custody and disbursement of the funds of the Company, and shall
deposit its funds in the name of the Company in such banks, trust
companies or safety deposit vaults as the Board may direct. He shall
have the custody of the stock record books and such other books and
papers as in the practical business operations of the Company shall
naturally belong in the office or custody of the Treasurer, or as
shall be placed in his custody by the Board, the Chairman of the
Board, the President, or any Vice President, and shall have such
other powers and duties as are commonly incident to the office of
Treasurer, or as may be prescribed for him by the Board, or be
delegated to him by the Chairman of the Board or by the President.

SECTION 4.8. Duties of Controller. The Controller shall
have control over all accounting records pertaining to moneys,
properties, materials and supplies of the Company. He shall have
charge of the bookkeeping and accounting records and functions, the
related accounting information systems and reports and executive
supervision of the system of internal accounting controls, and such
other powers and duties as are commonly incident to the office of
Controller or as may be prescribed by the Board, or be delegated to
him by the Chairman of the Board or by the President.

SECTION 4.9. Duties of General Counsel, The General

Counsel shall have full responsibility for all legal advice, counsel
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and services for the Company and its subsidiaries including
employment and retaining of attorneys and law firms as shall in his
discretion be necessary or desirable and shall have such other powers
and shall perform such other duties as from time to time may be
assigned to him by the Board, the Chairman of the Board or the

President.

SECTION 4.10. Duties of Assistant Secretary, Assistant
Treasurer, Assistant Controller and Assistant General Counsel. The
Assistant Secretary, Assistant Treasurer, Assistant Controller and
Assistant General Counsel shall assist the Secretary, Treasurer,
Controller and General Counsel, respectively, in the performance of
the duties assigned to each and shall for such purpose have the same
powers as his principal. He shall also have such other powers and
duties as may be prescribed for him by the Board, or be delegatéd to
him by the Chairman of the Board or by the President.

ARTICLE V
Indemnification of Directors, Officers and Employves

The Company shall indemnify any person who was or is a
party, or is threatened to be made a party to any threatened, pending
or completed action, suit or proceeding, Qhether civil, criminal,
administrative or investigative by reason of the fact that he is or
was a director, officer, employe or agent of the Company, or, at the
request of the Company, is or was serving another corporation,
partnership, joint venture, trust or other enterprise in any
capacity, against expenses (including attorneys' fees), judgments,

fines and amounts paid in settlement actually and reasonably incurred
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by him in connection with such action, suit or proceeding, to the
full extent permitted by the Business Corporation Act of the State of
Illinois from time to time in effect. The indemnification provided
by this Article V shall not be deemed exclusive of any other rights
to which those seeking indemnification may be entitled under any
statute, by-law, agreement, vote of shareholders or disinterested
directors, or otherwise, both as to action in his official capacity
and as to action in another capacity while holding such office, and
shall continue as to a person who has ceased to be a director,
officer, employe or agent, and shall inure to the benefit of the
heirs, executors and administrators of such a person.
ARTICLE VI
Certificates of Stock and Their Transfer

SECTION 6.1. (Certificates of Stock. The certificates of
stock of the Company shall be in such form as may be determined by
the Board of Directors, shall be numbered and shall be entered in the
books of the Company as they are issued. They shall exhibit the
holder's name and number of shares and shall be signed by the
Chairman of the Board, the President or a Vice President and also by
the Treasurer or an Assistant Treasurer or the Secretary or an
Assistant Secretary and shall bear the corporate seal or a facsimile
thereof. If a certificate is countersigned by a transfer agent or
registrar, other than the Company itself or its employe, any other
signature or countersignature on the certificate may be facsimiles.
In case any officer of the Company, or any officer or employe of the

transfer agent or registrar, who has signed or whose facsimile
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signature has been placed upon such certificate ceases to be an
officer of the Company, or an officer or employe of the transfer
agent or registrar, before such certificate is issued, said
certificate may be issued with the same effect as if the officer of
the Company, or the officer or employe of the transfer agent or
registrar, had not ceased to be such at the date of issue.

SECTION 6.2. Transfer of Stock. Upon surrender to the
Company of a certificate for shares duly endorsed or accompanied by
proper evidence of succession, assignment or authority to transfer,
and upon payment of applicable taxes with respect to such transfer,
it shall be the duty of the Company, subject to such rules and
requlations as the Board of Directors may from time to time deem
advisable concerning the transfer and registration of certificates
for shares of stock of the Company, to issue a new certificate to the
person entitled thereto, cancel the old certificate and record the
transaction upon its books.

SECTION 6.3. Shareholders of Record., The Company shall be
entitled to treat the holder of record of any share or shares of
stock as the holder in fact thereof and, accordingly, shall not be
bound to recognize any equitable or other claim to or interest in
such share or shares on the part of any other person, whether or not
it shall have express or other notice thereof, except as otherwise
provided by statute.

SECTION 6.4. Lost, Destroved or Stolen Certificates, The
Board of Directors, in individual cases or by general resolution, may

direct a new certificate or certificates to be issued by the Company
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as a replacement for a certificate or certificates for a like number
of shares alleged to have been lost, destroyed or stolen, upon the
making of an affidavit of that fact by the person claiming the
certificate or certificates of stock to be lost, destroyed or
stolen. When authorizing such issue of a new certificate or
certificates, the Board of Directors may, in its discretion and as a
condition precedent to the issuance thereof, require the owner of
such lost, destroyed or stolen certificate or certificates, or his
legal representative, to give the Company a bond in such form and
amount as it may direct as indemnity against any claim that may be
made against the Company with respect to the certificate or
certificates alleged to have been lost, destroyed or stolen.

ARTICLE VII

Miscellaneous

SECTION 7.1. Contracts and Other Instruments. All

contracts or obligations of the Company shall be in writing and shall
be signed either by the Chairman of the Board, the President, any
Executive Vice President, any Vice President, the Treasurer, or any
other officer of the Company, agent, employe or attorney-in-fact as
may be designated by the Board, the Chairman of the Board or the
President pursuant to specific authorizations and, the seal of the
Company may be attached thereto, duly attested by the Secretary or an
Assistant Secretarf, except contracts entered into in the ordinary
course of business where the amount involved is less than One Hundred
Thousand Dollars ($100,000), and except contracts for the employment
of servants or agents, which contracts so excepted may be entered

into by the Chairman of the Board, the President, any Executive Vice
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President, any Vice President, the Treasurer, or by such officers,
agents, employes or attorneys-in-fact as the Chairman of the Board or
the President may designate and authorize. Unless the Board shall
otherwise determine and direct, all checks or drafts and all
promissory notes shall be signed by two officers of the Company.

When prescribed by the Board, bonds, promissory notes, and other
obligations of the Company may bear the facsimile signature of the
officer who is authorized to sign such instruments and, likewise, may
bear the facsimile signature of the Secretary or an Assistant
Secretary.

SECTION 7.2. Voting Stock Owned by Company. Any or all
shares of stock owned by the Company in any other corporation, and
any or all voting trust certificates owned by the Company calling for
or representing shares of stock of any other corporation, may be
voted by the Chairman of the Board, the President, any Vice
President, the Secretary or the Treasurer, either in person or by
written proxy given to any person in the name of the Company at any
meeting of the shareholders of such corporation, or at any meeting of
voting trust certificate holders, upon any question that may be
presented at any such meeting. Any such officer, or anyone so
representing him by written proxy, may on behalf of the Company waive
any notice of any such meeting required by any statute or by-law and
consent to the holding of such meeting without notice.

ARTICLE VIII
Amendment or Repeal of By-Laws

These by-laws may be added to, amended or repealed at any

regular or special meeting of the Board by a vote of a majority of

the membership of the Board.
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North Shore Gas Company

ANNUAL REPDRT ON FORM 10-K

FISCAL YEAR ENDED SEPTEMBER 30, 1989

PART 1

ITEM 1. BUSINESS

GENERAL

North Shore Gas Company (Company) is an operating public utility
engaged primarily in the purchase, storage, distribution, sale, and
transportation of natural gas. It has more than 114,000 residential,
commercial, and industrial retail sales and transportation customers within
its service area of approximately 275 square miles, located in northeastern
Illinois. It serves 56 communities and adjacent areas, including those
situated along Lake Michigan from Winnetka, Illinois, to the Illinois-
Wisconsin state line. This area, with an estimated population of 397,000,
contains residential concentrations and a diversity of industrial and
commercial establishments, as well as some farm lands. The Company had 243
employes at September 30, 1989.

The Company holds certificates of public convenience and necessity
issued by the Illinois Commerce Commission (Commission) for the conduct by the
Company of its operations in the territory it serves. It holds a license
agreement from Lake County, Illinois, and, with minor exceptions, franchises
from all of the incorporated cities and villages in its service territory.

The franchises are of various terms anad expiration dates and are generally
subject to various other conditions, restrictions, or limitations not deemed
materially burdensome.

At September 30, 1989, the common stock of the Company and of its
affiliate, The Peoples Gas Light and Coke Company (Peoples Gas), was wholly
owned by Peoples Energy Corporation (Peoples Energy).

COMPETITION

Competition in varying degrees exists between natural gas and other
fuels or forms of energy available to consumers in the Company's service
area. Natural gas prices increased during the last year; however, on balance,
gas prices have remained competitive in the Company's service area. Overall,
natural gas prices in the Company's service area compared very favorably on a
national basis.

An increasing number of the customers of the Company are substituting
customer-owned gas for gas purchases from the Company, utilizing the availability
of pipeline transportation as well as the Company's own transportation service.
Under existing rates, the Company experiences no loss of distribution margin due
to customer shifts from gas service to transportation service. The Company has
utilized the increased availability of open-access transportation to make
purchases in the competitive spot market, thereby reducing the average cost of
gas that must be recovered from customers.



ITEM 1. BUSINESS (Continued)

COMPETITION (Continued)

Despite the access to spot market supplies afforded by open-access
transportation, the Company is concerned because it is not known how the changing
use of pipeline services under the new open-access rules will affect the security
and reliability of long-term supplies from pipelines for distributors.

A pipeline may seek to provide transportation service directly to
end-users. Such direct service by a pipeline to an end-user would bypass the
local distributor's service and reduce the distributor's earnings. However, to
the best of the Company's knowledge, no such service has been proposed for any
customers of the Company.

SALES AND RATES

The Company sells natural gas having an average heating value of
approximately 1,000 British thermal units (Btu's) per cubic foot.* Sales are
made and service rendered by the Company pursuant to a rate schedule on file
with the Illinois Commerce Commission (Commission) containing various service
classifications largely reflecting customers' different uses and level of
consumption. Monthly adjustments to the Gas Charge under the Company's rate
schedule provide for the pass-through of increases or decreases in natural gas
supplier rates, purchased storage service costs, transportation charges, and
liquefied petroleum gas costs. In addition, under the tariffs of the Company,
the difference for any fiscal year between costs recoverable through the Gas
Charge and the revenues billed to customers under the Gas Charge is refunded or
recovered over a 12-month billing cycle beginning the following January l.

Consistent with these tariff provisions, such difference for any month is
" recorded either as a current liability or a current asset (with a contra entry
to gas costs), and the fiscal year-end balance is amortized over the 12-month
period beginning the following January 1. The Company also is currently
recovering take-or-pay costs through the Gas Charge. (See Notes (3) and (16)
of the Notes to Consoclidated Financial Statements.)

The business of the Company is influenced by seasonal weather
conditions because a large element of the Company's customer load consists of
space heating. Weather-related deliveries can, therefore, have a significant
impact on net income. (For a discussion as to the effect of the seasonal nature
of gas sales upon cash flow, see "Liquidity and Capital Resources"™ in Item 7.)

The basic marketing plan of the Company is to maintain its existing
market share in all market segments and develop market opportunities emerging
from changes in market environment and technology advances in new, expanded,
or current natural gas applications.

STATE LEGISLATION AND REGULATION

The Company is subject to the jurisdiction of and regulation by the
Illinois Commerce Commission (Commission), which has general supervisory and
Tegulatory powers over practically all phases of the public utility business in
Illinois, including rates and charges, issuance of securities, services and
facilities, systems of accounts, investments, safety standards, transactions
with affiliated interests, as defined in the Illinois Public Utilities Act, and
other matters.

¥ AIT volumes of natural gas set forth in this report are stated on a 1,000 Btu

(per cubic foot) billing basis.
-4 -



ITEM 1. BUSINESS (Continued)

STATE LEGISLATION AND REGULATION (Continued)

Under the Illinois Residential Affordable Payment Program (IRAPP),
the Company was prohibited from discomtinuing gas service to any participating
customer who paid the monthly obligation required by IRAPP, The statutory
authority authorizing IRAPP expired on October 31, 1989. New energy
assistance programs in lieu of IRAPP became effective November 1, 1989.

(See Note (1l)k of Notes to Consolidated Financial Statements.)

FEDERAL LEGISLATION AND REGULATION

By Order entered on December 6, 1968 (Holding Company Act Release
No. 16233), the Securities and Exchange Commission (SEC), pursuant to Section
3(a)(1) of the Public Utility Holding Company Act of 1935 (Act) exempted Peoples
Energy and its subsidiary companies as such (including the Company) from the
provisions of the Act other than Section 9(a)(2) thereof.

In September 1989, the Federal Energy Regulatory Commission (FERC)
order that purported to raise ceiling prices for "old" gas found before 1975
(Orcer No. 451) was overturned. The appeals court determined that the FERC
lacked the statutory authority to issue the Order. The Company supported the
court's ruling, which could result in refunds to customers. The FERC, however,
has filed a request for rehearing, ana it could be some time before the matter
is finally resolved.

In October 1989, Order No. 500, a so-called interim order issued in
1987 that promotes transportation of gas into traditional sales markets served
by interstate pipelines, was remanded to the FERC by the U.S. Court of Appeals.
The Court directed the FERC to issue a final order within 60 days of the
remand. The final order must address legal flaws in Order No. 500, including
the manner in which the FERC has handled pipeline take-or-pay obligations to
producers. As with Order No. 451, the Company was among those that sought this
court review. As of now, we do not expect either court action to have a
material effect on our operations or gas pricing for the near future.

On July 1, 1988, Natural petitioned the FERC for a rate increase, of
which approximately $4 million would have been passed on to the Company. The
request was part of a filing that also proposed seasonal rates. Under this
plan, rates for delivery of gas to the pipeline's customers would be
significantly higher from November through March than from April through
October. In 1989, the parties settled all issues regarding Natural's filing.
The settlement rates resulted in a $1 million annual increase in the cost of
service to the Company. The settlement also included a number of non-rate
features beneficial to the Company, notably with respect to improving Natural's
transportation services.

ENVIRONMENTAL MATTERS
See Note (4) of the Notes to Consolidated Financial Statements.




ITEM 1. BUSINESS (Continued)
GAS SUPPLY ADVANCES AND INVESTMENTS

During the natural gas shortage of the 1970's, the Company undertook
several programs to augment its gas supply. From 1973 through 1975, the
Company, with Commission approval, made equity investments in development
ventures. At September 30, 1989, $309,000 in equity investments remained
outstanding. The Company is allowed by the Commission to include such
investments in its rate base and treat any profits or losses as utility
transactions. (See Ncte (14) of Notes to Consolidated Financial Statements
for information on the Company's exploration subsidiary.)

CURRENT GAS SUPPLY

The following tabulation shows the expected peak-day availability of
gas in million cubic feet (MMcf) during the 1989-90 heating season:

Peak-Day Year of
Availability Contract
Source (MMcf) Expiration
Flow Gas
Natural Gas Pipeline....ceceevececcscscscce 135 1990 (a)
Company-Liquefied Petroleum Gas..cseoeceeeee Ig%
Storage Gas -
Natural Gas Pipelin€...cccecececccccscncscs 97 (b) 1990-1995 (a)
Peoples Gas-Manlove StOTaQge..c.cccessscnces 87 (c) 1990
pL:1]
Total expected peak-day availability.... 222

(a) The flow gas and certain storage contracts with Natural Gas Pipeline
Company of America (Natural) are for an initial term expiring November 3G,
1990, and year-to-year thereafter, subject to cancellation by either
party by one year's written notice. On December 1, 1989, Natural gave
written notice to the Company of its cancellation of these contracts,
effective November 30, 1990, The Company is negotiating the terms of new
flow gas and storage contracts with Natural. In any event, Natural may
not terminate service under the expiring agreements without first
receiving prior authorization from the FERC.

(b) The Company has storage service withdrawals available from Natural of
(1) 53 MMcf per day subject to maximum seasonal withdrawal of 30 times
the maximum daily withdrawal under a service agreement extending to 1990,
(2) 30 mMef per day under a service agreement expiring in 1990, (3) 4 MMcf
per day in the peak month, which is January, under a service agreement
extending to 1991, (4) 7 MMcf per day under a service agreement extending
to 1992, and (5) 3 MMcf per day under a service agreement extending to
1995,

(c) The Company has a gas storage agreement with Peoples Gas that provides a
maximum withdrawal of 87 MMcf of storage service per day. The agreement
also makes available additional quantities, if available, equal to the
Company's pro rata share.

-



ITEM 1. BUSINESS (Continued)

CURRENT GAS SUPPLY (Continued)

The Company's sources of gas supply (including gas transported for
customers) in million cubic feet (MMcf) for the three fiscal years ended -
September 30, 1989, 1988, and 1987 were as follows:

1989 1988 1587

Source:
Natural (a) 18,664 18,315 11,330
Other Suppliers (a) 7,959 9,173 15,470
Liquefied Petroleum Gas Produced 5 12 5
Customer Owned Gas - Received 8,543 7,045 4,390
Underground Storage - Net (87) (247) 255
Company Use, Franchise Requirements
and Unaccounted for Gas (392) (337) (287)
Total (b) 24,692 22,261 2L.)6S3

( ) Denotes red figure.

(a) The Company purchases significant quantities of its gas supplies in
the competitive spot market, substituting these supplies for more
expensive pipeline supplies. Such purchases are made on a
month=-to-month basis whenever they produce a savings in gas costs
without jeopardizing supply security and reliability.

(b) The lower total deliveries in 1987 were due primarily to warmer
weather.



ITEM 2. PROPERTIES

All of the principal plants and properties of the Company have been
maintained in the orainary course of business and are believed to be in
satisfactory operating condition. The following is a brief description of the
principal plants and operating units of the Company. ’

The distribution system of the Company, as of September 30, 1989,
consisted of 1,800 miles of distribution mains and necessary pressure
regulators, approximately 105,000 services (pipe connecting the mains with
piping on the customers' premises), and approximately 117,000 meters installed
on customers' premises. The Company has liquefied petroleum gasification and
storage facilities. It also owns and has a substantial investment in office
and service buildings, garages, repair shops, and motor vehicles, together
with the equipment, tools, and fixtures necessary to conduct utility business.

Most of the principal plants and properties of the Company, other
than mains, services, meters, regulators, and cushion gas in underground
storage, are located on property owned in fee. Substantially all gas mains
are installed in public streets, alleys, and highways, or under property owned
by others under grants of easements. Meters and house regulators in use and a
portion of services are located on premises being served.

Substantially all of the physical properties now owned or hereafter
acquired by the Company are subject to (a) the direct, first mortgage lien of
the Company's Mortgage to the Continental Illinois National Bank and Trust
Company of Chicago, Trustee, to secure the principal amount of the Company's
outstanding First Mortgage Bonds and (b) in certain cases, other exceptions
and defects that do not interfere with the use of the property.

ITEM 3. LEGAL PROCEEDINGS

See "Sales and Rates"™ in Item 1 of this Report.

ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

PART I1

ITEM 5. MARKET FOR THE COMPANY'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

The Company is a wholly owned subsidiary of Peoples Energy.



ITEM 6. SELECTED FINANCIAL DATA (a)
For fiscal years ended September 30, 1989 1588 1987 1986 1985
U’WING"REQLTS (thousands)
: Operating Revenues:
Residential $ 93,055 $ 84,320 §$ 81,450 §$ 96,265 $ 99,472
Commercial 26,616 27,546 31,229 38,133 40,837
Industrial 5,655 6,017 12,164 30, 409 34,052
Transportation of customer-
owned gas 7,404 4,990 2,523 7 --
Other 904 840 792 944 966
Total Operating Revenues 133,634 123,713 128,158 165,758 175,327
Less - Gas costs 80,203 71,708 77,616 108,893 118,789
- Revenue taxes 8,524 7,828 8,591 11,094 12,026
Net Operating Revenues 3 44,907 ¥ 34,177 ¥ 4l,351 ¥ 45,771 ¥ 44,512

Net Income Applicable to
Common Stock

$10,104(b) $ 9,780 $ 7,183 $ 8,900 $ 8,782

Dividends declared on common stock $ 4,786 $ 3,699 $ 3,517 $ 5,802 $ 6,671
ASSETS (thousands) e

Property, plant and equipment $176,222 $163,985 $151,020 $138,601 $128,767
Less - Accumulated depreciation 56,558 52,573 48,640 45,299 41,803
Net Property, Plant and Equipment IIIngZK 3IIIfKIZ' IIUif3EU $33,307 $ 85964
Capital expenaitures - construction $ 13,714 $ 14,144 $ 14,539 $ 10,810 $ 8,072
Total Assets $152,368 $142,442 $131,802 $123,957 $130,756
CAPITALIZATION AT YEAR-END (thousands)
Common equity $ 59,360 $ 54,042 $ 47,961 §$ 44,295 $ 41,1597
Erefeired stock 32'9%0 3,000 3,000 3,020 4,000
ong-term debt 4 39,345 23,525 27,625 33,082
Total 95104 396387 $ 74486 375520 378,275
CAPITALIZATION RATIOS AT YEAR-END (per cent) -
Common equity 60 56 64 59 53
Preferred stock 3 3 4 4 5
Long-term debt _37 41 32 37 42
Total 160 100 100 100 100
GAS SOLD AND TRANSPORTED (million cubic feet)
Residential 19,070 18,640 16,670 18,161 17,209
Commercial 5,987 6,870 7,288 8,050 7,946
%ndustrial 1,248 1,478 2,956 6,806 6,867
ransportation of customer-owned gas 8,387 6,973 4,249 19 -
Total 2 27 3] 33)0:3 32)022
(average)
Residential 106,138 102,906 99,537 96,281 94,393
Commercial 6,496 6,245 6,261 5,962 5,769
Industrial 682 713 704 717 700
Transportation 878 437 52 1 -
Total 2, 194 'y o34 102,961 100,862
DEGREE DAYS 6,555 6,436 5,760 6,747 6,650
Per_cent of normal (6,455) 102 100 89 105 103

(a) The Company is a wholly owned subsidiary of Peoples Energy; therefore, per share

data are omitted.

(b) Includes the cumulative effect of an accounting change of $0.9 million, net of income

taxes of $0.6 million.
-9 -
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS
AND FINANCIAL CONDITION

Results of Operations

Gross revenues have been affected in recent years by the election of
some customers to purchase gas directly from producers and brokers, rather
than from the Company, and also by changes in the unit cost of gas purchased
by the Company. These two factors, however, have no direct effect on net
income. With respect to customers' purchase of gas from producers and
brokers, the Company transports customer-owned gas to end users and recovers
margins similar to those from conventional gas sales. Also, changes in the
unit cost of gas do not directly affect net income because the Company's
tariffs provide for dollar-for-dollar recovery of gas costs. (See Note (1)i
of Notes to Consolidated Financial Statements.) Since income is not directly
affected by these factors, the discussion below pertains to "net operating
revenues,” which the Company considers a more pertinent measure of operating
results than gross revenues.

Weather variations affect the volumes of gas delivered for heating
and, therefore, can have a significant impact on net income.

Since utility properties are reported and recovered through rates at
historical cost, the potentially material effect of inflation and changing
prices is not reflected in the consolidated financial statements.

Income from operations before the cumulative effect of an accounting
change decreased $0.6 million in 1989, due principally to higher operating costs
mainly for employe benefits. Offsetting items were the recovery in 1989 from
the State of Illinois of certain costs incurred in prior years pertaining to a
state-imposed customer assistance program (See Note (1l)k of Notes to Consolidatea
Financial Statements), and income tax adjustments. The cumulative effect of the
accounting change, effective October 1, 1988, to accrue unbilled revenues
resulted in an increase in net income of $0.9 million, net of "income taxes, for
fiscal 1989. (See Note (1)b of Notes to Consolidated Financial Statements.)

Net income increased by $2.6 million in 1988, primarily due to
increasea gas deliveries significantly influenced by weather that was relatively
normal compared to very warm weather in the previous year, and a lower federal
income tax rate as a result of the Tax Reform Act of 1986. The net income
effect of these factors were tempered by a refund and rate reduction. (See
Note (3) of Notes to Consolidated Financial Statements.)

A summary of significant variations in income is presented below, with
explanations following:

Fiscal 1989 Fiscal 1988
Over 1988 Over 1587
(Thousands of dollars) Amoun t X Amount 2
opera revenues . R .
Operation and maintenance expenses 1,494 8.4 (991) (5.3)
Income taxes (707) (11.4) (156) (2.5)
Other income (163) (14.4) 543 92.3
Income deductions (251) (4.9) 1,056 26.3
Income before cumulative effect of
accounting change (576) (5.9) 2,597 36.2
Cumulative effect of accruing unbilled
revenues, net of income taxes 900 -- -- -
Net Income Applicable to Common Stock 324 3.3 2,597 36.2

(") Denotes red figure.
* Operating revenues net of gas costs and revenue taxes.

- 10 -



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS
T AND FINANCIAL CONDITION (Continued)

Results of Operations (Continued)

The increase in net operating revenues in 1989 was mainly the result
of a recovery of certain costs incurred in prior years pertaining to a
state-imposed customer assistance program. (See Note 1l(k) of Notes to
Consolidated Financial Statements.) Primary reasons for the increase in 1988
were relatively normal weather in 1988 compared to a very warm 1987, and
increaseda customer demand.

Operation and maintenance expenses increased in 1989 due to several
factors, including increased costs for employe welfare benefits and an
increase in the provision for uncollectible accounts. In 1588, operation and
maintenance expenses decreased, chiefly due to a favorable settlement
involving advance payments for gas supply exploration.

Income taxes decreasea in 1989, as compared to 1988, principally due
to the effect of a 1989 adjustment of deferred taxes and out-of-period items
in 1988 at different tax rates. Income taxes were down slightly in 1988 from
1987 as a result of the lower federal income tax rate, which was substantially
offset by higher pre-tax income and the out-of-period items referrea to above.

The variations in other income from year-to-year mainly reflect the
amount of cash available for short-term investments and interest rates.

Income deductions were down in 1989, primarily due to a reduction in
interest on amounts refundable to customers. Income deductions increased in
1988, mainly due to the interest on the $20 million ten-year First Mortgage -
Bonds, 10.20% Series 1, issued on December 1, 1587.

Liquidity and Capital Resources

The Company has access to outside capital markets and to internal
sources of funds that together should provide sufficient resources to meet
capital requirements. It does not anticipate any changes that materially
would alter its current liquidity position.

Due to the seasonal nature of gas deliveries for space heating, a
major portion of cash collections occurs between November and April. Because
of timing differences in the receipt and disbursement of cash, and the level
of construction requirements, the Company may borrow on a short-term basis.
Short-term borrowings are either repaid with cash from operations or
refinanced on a permanent basis with debt or equity, depending on money-market
conditions and capital structure considerations.

Net cash provided by operating activities increasea in 1989 primarily
due to higher net income, the recovery of prior-period IRAPP and take-or-pay
costs, ana a reouction in the net amounts refundable to customers. Net cash
provided by operating activities decreased in 1988 due mainly to adjustments
resulting from the Tax Reform Act of 1986, substantially offset by higher net
income. Net cash used in investing activities for 1989, 1988, and 1987
principally represents the level of capital expenditures in the respective
years. Changes in net cash from investing activities mainly reflect the
issuance of additional long-term debt in 1988 and year-to-year variations in
interim loan activity.

- 1] -
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS
AND FINANCIAL CONDITION (Continued)

Liquidity and Capital Resources (Continued)

Additional bonds are issuable by the Company, upon Illinois Commerce
Commission approval, subject to limitations by certain restrictive provisions
of the open-end mortgages and supplements thereto. These restrictions are not
expected to have an impact on the Company's ability to issue additional debt,
as needed. The Company does not expect to issue any new long-term debt in
fiscal 1990. Short-term cash needs are met through borrowing arrangements
with banks and/or the issuance of commercial paper. At September 30, 1989,
the Company had unused credit available from banks of $15 million. (See
Note (11) of Notes to Consolidated Financial Statements.) The commercial
paper of the Company enjoys the top rating from leading rating agencies.

The Company's coverage of fixed charges, before the cumulative effect
of an accounting change, for fiscal 1989, 1988, and 1987 was 4.l11, 4.20, and
4.45, respectively. The long-term debt of the Company is rated Aa3 by Moody's
Investors Service and AA-~ by Standard and Poor's Corporation. There has been
no change in either of these ratings since fiscal 1985.

Capital expenditures for additions, replacements, and improvements to
the utility plant were $13.7 million in 1989, $14.1 million in 1988, and
$14.5 million in 1987. Capital expenditures for fiscal 1990 are estimated to
be $13.6 million.

In December 1987, the Financlal Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards (SFAS) No. 96, "Accounting
for Income Taxes." The impact of the future adoption of SFAS No. 96 on the
financial position of the Company is not expected to be significant. (See
Note (1)g of Notes to Consolidated Financial Statements.)

The Company is conducting an envirommental investigation of certain
sites that were the location of former gas manufacturin? operations. (See
Note (4) of Notes to Consolidated Financial Statements.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To North Shore Gas Company:

We have audited the accompanying consolidated balance sheets and
consoclicated capitalization statements of North Shore Gas Company (an Illinois
corporation, hereinafter referred to as the Company and a wholly owned
subsidiary of Peoples Energy Corporation) and subsidiary companies as of
September 30, 1989 and 1988, and the related consolidated statements of
income, retained earnings, and cash flows for each of the three years in the
period ended September 30, 1989. These financial statements are the
responsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our augits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the

“voverall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of the Company and
subsidiary companies at September 30, 1989 and 1988, and the results of their
operations ana their cash flows for each of the three years in the period
ended September 30, 1989, in conformity with generally accepted accounting
principles.

As discussed in Note (1)h of the Notes to Consolidated Financial
Statements, the method of accounting for pensions was changed in fiscal
year 1587,

As discussed in Note (1)b of the Notes to Consolidated Financial
Statements, the method of accounting for revenues was changed effective
October 1, 1988.

Our audits were made for the purpose of forming an opinion on the
basic financial statements taken as a whole. The financial statement
schedules listed in Item 14(a)2 are presented for purposes of complying with
the Securities and Exchange Commission's rules and are not part of the basic
financial statements. These financial statement schedules have been subjected
to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, fairly state in all material respects the
financial data required to be set forth therein in relation to the basic
financial statements taken as a whole.

ARTHUR ANDERSEN & CO.

Chicago, Illinois
November 1, 1989

-13 -



7 North Shore Gas ?gggggi
Co COME

(Thousands of Dollars)

OPERATING REVENUES:
Gas sales
Transportation of customer-owned gas
Other
Total Operating Revenues

OPERATING EXPENSES:
Gas costs
Operation
Maintenance
Depreciation
Taxes - Income
- State and local revenue
- Other
Total Operating Expenses

OPERATING INCOME

OTHER INCOME:
Interest income
Allowance for funds used during construction
Miscellaneous
Total Other Income

GROSS INCOME

INCOME DEDUCTIONS:
Interest on long-term debt
Other interest
Amortization of debt discount and expense
Miscellaneous
Total Income Deductions

INCOME BEFORE CUMULATIVE EFFECT OF ACCOUNTING CHANGE

Cumulative effect of accruing unbilled revenues,

net of income taxes
NET INCOME
Preferred stock dividends
NET INCOME APPLICABLE TO COMMON STOCK

For fiscal years

1989
$125,326 $117,883 $124,843
7,404 4,990 2,523
904 840 792
133,634 A N
80, 203 71,708 77,616
16,767 15,468 16,239
2,434 2,239 2,459
5,081 4,808 4,541
5,478 6,185 6,341
8,524 7,828 8,591
1,820 1,486 1,461
120,307 109,722 117,248
13,327 13,951 10,910
574 927 33]
176 114 25
218 90 232
968 1,131
14,295 15,122 11,498
4,058 4,190 2,562
725 - 848 1,032
38 34 21
- -— 1
4,821 5,072 4,016
9,474 10,050 7,482
900 - -
10,374 10,050 7,482
270 270 299

£10.J06 $ 2,780 § 7,183

ended September 30
1988 1987

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

(Thousands of Dollars)

BALANCE AT BEGINNING OF YEAR
Add - Net Income
Deduct - Dividends on common stock
- Dividends on preferred stock

BALANCE AT END OF YEAR

$ 34,603 $ 29,285 $ 23,204

For fiscal years ended September 30,
1989 19588 1987
,285 §$ 23,206 $ 19,538
10,374 10,050 7,482
4,786 3,699 3,517 -
270 270 299

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

CONSOLIDATED BALANCE SHEETS
(Thousands of Dollars)

As of September 30,

1989 1988
PROPERTIES AND OTHER ASSETS
CAPITAL INVESTMENTS:
Property, plant and equipment, at original cost $176,222 $163,985

Less - Accumulated depreciation 56,558 52,573

] III,412

Gas supply advances and investments 309 432

TOTAL CAPITAL INVESTMENTS 119,973 111,844
CURRENT ASSETS:

Cash 831 415

Cash equivalents - 2,500

Receivables -
Customers, net of allowance for uncollectible

accounts of $620 and $646, respectively 3,478 3,486

Other 82 25
Accrued unbilled revenues 2,219 -
Materials and supplies, at average cost 2,331 2,300
Gas in storage, at last-in, first-out cost 19,686 19,686
Gas costs recoverable through rate adjustments 2,177 135
Prepayments 375 489

TOTAL CURRENT ASSETS 31,179 29,040
DEFERRED CHARGES 1,216 1,558
TOTAL PROPERTIES AND OTHER ASSETS $152.368 $142,442
CAPITALIZATION AND LIABILITIES .
CAPITALIZATION (see accompanylng statement) $ 99,114 $ 96,287
CURRENT LIABILITIES:
Interim loans 5,000 -
Accounts payable 7,860 7,441
Dividends payable on common stock 616 1,341
Customer deposits 5,668 5,790
Sinking fund payments and maturities -

Long-term debt 2,194 2,100
Accrued taxes 1,776 1,136
Gas sales revenue refundable 5,817 5,274
Accrued interest 1,064 1,067

TOTAL CURRENT LIABILITIES 29,995 24,149
RESERVES AND DEFERRED CREDITS:
Deferred income taxes - primarily accelerated depreciation 17,449 16,318
Investment tax credits being amortized over the average

lives of related property 4,813 4,967
Other 997 621

TOTAL RESERVES AND DEFERRED CREDITS 73,755 21,906
TOTAL CAPITALIZATION AND LIABILITIES $152.268 $142,442

( ) Denotes red figure.

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

CONSOLIDATED CAPITALIZATION STATEMENTS
(Thousands of Dollars)

As of September 30,

1989 1588
COMMON STOCKHOLDER'S EQUITY:
Common stock, without par value -

Authorized 5,000,000 shares,

Outstanding 3,625,887 shares $ 24,757 $ 24,757
Retained earnings (see accompanying statement) 34,603 29,285
TOTAL COMMON STOCKHOLDER'S EQUITY 59,360 54,042
REDEEMABLE CUMULATIVE PREFERRED STOCK:

Exclusive of sinking fund payments, due within one year

Authorized 190,000 shares, par value $100 -

9% Series, 30,000 shares outstanding 3,000 3,000
TOTAL REDEEMABLE CUMULATIVE PREFERRED STOCK 3,000 3,000
LONG-TERM DEBT:

Exclusive of sinking fund payments and maturities,

due within one year

First Mortgage Bonds -

9-1/2% Series E, due February 1, 1995 5,875 6,101
8-3/8% Series F, due October 1, 1998 6,679 6,544
8-3/8% Series G, due February 15, 1992 1,200 1,800
12X Series H, due September 15, 1995 3,000 4,500
10.20% Series I, due October 27, 1997 20, 000 20,000
TOTAL LONG-TERM DEBT 36,754 39,345
TOTAL CAPITALIZATION $ 99,114 $ 56,387

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

CONSOLIDATED STATEMENTS OF CASH FLOWS
{ Thousands of Dollars)

For Fiscal Years Ended September 30,

1989 1988 1987
CASH FLOWS FROM (PERATING ACTIVITIES:
Net Income $ 10,374 $ 10,050 $ 7,482
Adjustments to reconcile net income to net cash:
Depreciation 5,081 4,808 4, 54)
Deferred income taxes and investment tax credits - net 972 589 670
Change in deferred credits - refund to customers -- (678) 678
Change in other deferred credits and reserves 380 (149) 3
Change in deferred charges 343 (715) (61)
Amortization 124 136 207
Change in certain current assets and liabilities:
Receivables - net (45) 652 1,392
Accrued unbilled revenues (2,219) -- --
Payables 419 238 (300)
Gas in storage -- (632) 1,082
Rate adjustments refundable or recoverable (1,499) (3,788) {896)
Accrued taxes 640 1,351 (1,306)
Customer deposits (121) 709 262
Materials and supplies (31) (613) (291)
Other 111 961 (221)
Total adjustments 4,155 2,865 5,760
NET CASH PROVIDED BY CPERATING ACTIVITIES 14,529 12,915 13,242
CASH FLOWS FROM INVESTING ACTIVITIES: .
Capita) expenditures - construction (13,714) (14,144) (14,539)
Other assets 380 305 919
Recovery of advance payments for gas supply -- 789 --
NET CASH USED IN INVESTING ACTIVITIES {13,334) (13,050) (13,620)
CASH FLOWS FROM FINANCING ACTIVITIES:
Retirement of long-term debt (2,497) (4,419) (5,468)
Retirement of preferred stock -- -- (1,000)
Interim loans - net 5,000 (11,500) 11,500
Issuance of long-term debt -- 20,000 -~
Dividends paid on preferred stock (270) (270) (310}
Dividends paid on common stock (5,512) (2,357) (3,517)
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES (3,279) 1,454 1,205
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (2,084) 1,319 827
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 2,915 1,596 769
CASH AND CASH EQUIVALENTS AT ENO OF YEAR $ 831 § 2,915 § 1,596

( ) Denotes red figure.
The accompanying notes are an integral part of these statements.
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(1)

North Shore Gas Company

STATEMENT OF MANAGEMENT

These financial statements were prepared by management, which is
responsible for their integrity and objectivity. The statements are in
conformity with generally accepted accounting principles and necessarily
include some amounts that are based on the best estimates and judgments
of management.

Based upon the Company's accounting and internal control
systems, along with ongoing internal audit programs, management believes
that the accounting records are reliable for the purpose of preparing
financial statements, and assets are appropriately safeguarded against
loss from unauthorized use.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

a. Principles of Consolidation

All subsidiaries of the Company are included in the consolidated
financial statements. All significant intercompany transactions have
been eliminated in consolidation. Certain items previously reported for
years prior to 1989 have been reclassified to conform with the current-
year presentation.

b. Change in Accounting for Revenues

To match costs and revenues more closely, the Company changed
its method of accounting, effective October 1, 1988, to record accrued
revenues for all gas delivered at the end of the month. Previously,
revenues were recognized when accounts were billed. Revenues related to
gas delivered after billing and before the end of a month were
recognizea in the following month.

The cumulative effect of the accounting change at October 1,
1988, was $0.9 million, net of income taxes of $0.6 million. The change
had the effect of increasing fiscal 1989 net income (excluding the
beginning of the year cumulative effect of $0.9 million) by $65,000.

The pro forma effect of this accounting change on net income
applicable to common stock, as if the change had been applied
retroactively, is as follows: ‘

Fiscal Years

1589 1988 1987
(000's)
As Reported $10,104 $ 5,780 $ 7,183
Pro Forma $ 9,204 $ 9,704 $ 7,144
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Statement of Cash Flows

For purposes of the balance sheet and the statement of cash
flows, the Company considers all short-term liquid investments with an
original maturity of three months or less to be cash equivalents.

Income taxes paid were $4.8 million, $4.2 million, and
$6.8 million in fiscal years 1989, 1988, and 1987, respectively.
Interest paid (excluding capitalized interest) during the same periods
was $4.5 million, $3.6 million, and $3.5 million, respectively.

d. Property, Plant and Equipment

Property, plant and equipment is stated at original cost and
includes appropriate amounts of payroll taxes, employe-benefit costs,
administrative costs, and an allowance for funds used during
construction.

e. Maintenance and Depreciation

The Company charges the cost of maintenance and repairs of
property and minor renewals and improvements of property to maintenance
expense. When depreciable property is retired, its original cost is
charged to the accumulated provision for depreciation.

The provision for depreciation substantially reflects the
systematic amortization of the original cost of depreciable property
over the estimated useful lives on the straight-line method.
Additionally, actual dismantling cost, net of salvage, is included in
the provision for depreciation in the month incurred. The amounts
provided are designed to cover not only losses due to wear and tear that
are not restorea by maintenance, but also losses due to obsolescence and
inadequacy.

The provision for depreciation, expressed as an annual
percentage of original cost of depreciable property, approximated 3. 5%,
3.5%, and 3.6X for each of the fiscal years 1589, 1988, and 1587,
respectively.

f. Allowance for Funds Used During Construction

The assumed cost of all funds used to finance substantial and
lengthy construction is capitalized as a cost element of Utility Plant,
with an offsetting creait to Other Income. Under established regulatory
practices, the Company is permitted to include in its rates a fair
return on, and the recovery of, these capitalized costs by including
them in rate base and in the provision for depreciation.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(1) SIGNIFICANT ACCOUNTING POLICIES (Continued)

g. Taxes

For federal and Illinois income tax purposes, for periods prior
to January 1, 1981, the Company adopted liberalized methods of computing
depreciation on property additions after December 31, 1953, and the
Asset Depreciation Range (ADR) system on property additions after
December 31, 1970. For periods after December 31, 1980, the Company
utilized the Accelerated Cost Recovery System (ACRS), and the Modified
Accelerated Cost Recovery System (MACRS) was used on property additions
after December 31, 1986.

Deferred income taxes for the difference between tax depreciation
computed on these methods and book depreciation are chargea to income
and credited to accumulated deferred income taxes. This account is
charged and income is credited when tax depreciation becomes less than
book depreciation.

Investment tax credits have been deferred and are being

amortized through credits to income over the book lives of related
property. The Tax Reform Act of 1986, signed into law on October 22,

1986, repealea the investment tax credit for property placeo in service
after December 31, 1985, subject to certain transition rules.

At September 30, 1989, the cumulative net amount of* timing
differences for which deferred income taxes have been over provided is
approximately $0.8 million.

The preceding deferred-tax and tax-credit accounting conforms
with regulations of the Illinois Commerce Commission.

As a result of the Tax Reform Act of 1986, the applicable
federal income tax rate for the Company in fiscal 1989 was 34%. The
federal income tax rates applied by the Company in fiscal 1988 and 1987
were 34% and 43%, respectively.

The State of Illinois has increased the corporate income tax
rate from 4% to 4.8% for the period July 1, 1989, through June 30,
1991. Analysis of the tax bill indicates that the election of a
favorable income period allocation method will defer the tax rate
increase to fiscal 1990.

In December 1987, the Financial Accounting Standards Board
(FASB) issued Statement of Financial Accounting Standards (SFAS) No. 96,
"Accounting for Income Taxes.®™ While earlier application was
encouraged, the Company was not required to adopt the new accounting
rules until fiscal 1990. In December 1988, the FASB issued SFAS
No. 100, "Accounting for Income Taxes - Deferral of Effective Date of
FASB No. 96." This statement deferred the effective date of SFAS No. 96
until fiscal 1991. In SFAS No. 96, the FASB retained the existing
requirement to record deferred taxes for transactions that are reported
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

g. Taxes (Continued)

in different years for financial reporting and tax purposes. These
items, referred to as temporary differences in SFAS No. 96, also
included differences between the book and tax bases of assets and
liabilities. While comprehensive inter-period income tax allocation
continues, the methodology and measurement of deferred income taxes have
changed. The impact of SFAS No. 96 on the financial position of the
Company is not expected to be significant.

h. Accounting for Pensions

Effective October 1, 1986, the Company adopted the provisions of
SFAS No. 87, "Employers' Accounting for Pensions."™ Pension expense for
fiscal 1987 was $0.8 million as compared to $1.3 million for fiscal 198¢,
mainly due to the implementation of SFAS No. 87. (See Note (5) of Notes
to Consolidated Financial Statements.)

i. Recovery of Gas Costs

Unger the tariffs of the Company, the difference for any fiscal

gear between costs recoverable through the Gas Charge and revenues

illed to customers under the Gas Charge is refunded or recovered over a
12-month billing cycle beginning the following January 1. Consistent
with these tariff provisions, such difference for any month is recorded
either as a current liability or as a current asset (with a contra entry
to gas costs), and the fiscal year-end balance is amortized over the
12-month period beginning the following January 1.

The Company also is currently recovering take-or-pay costs
through the Gas Charge. See Note (3) af the Notes to Consolidated
Financial Statements.

J. Gas in Storage

Storage injections are priced at the fiscal-year average of
costs of natural gas purchased. Withdrawals from storage are priced on
the last-in, first-out (LIFO) method. The estimated current replacement
cost of gas in inventory, at September 30, 1989, and 1988, exceeded the
LIFO cost by approximately $27 million and $22 million, respectively.

k. Illinois Residential Affordable Payment Program (IRAPP)

Under IRAPP, which was implemented in December 1985, the Company
was prohibited from discontinuing gas service to any participating
customer who paid the monthly obligation required by IRAPP (the monthly
obligation). For the period December 1 through April 30, the monthly
obligation was 8 per cent of the customer's income, and for the period
May 1 through November 30, that obligation was the greater of 8 per cent
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North Shore Gas Company

NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(1) SIGNIFICANT ACCOUNTING POLICIES (Continued)

k. Illinois Residential Affordable Payment Program (IRAPP) (Continued)

of the customer's income or the full amount of the customer's current
bill calculated under tariff provisions (the current bill). The
difference between the current bill and the monthly obligation is
referred to as "shortfall."

The Illinois Commerce Commission (Commission) has ruled that
IRAPP participants are not at any time required to pay for shortfall.
Therefore, accumulated shortfall is excluded from gas sales and is
reflectea in deferred credits with a corresponding amount in deferred
charges. Amounts representing shortfall are recognized as gas sales
when recovered from sources other than IRAPP participants (such as
governmental assistance programs).

The Illinois General Assembly has appropriatea $40 million to
the Illinois Department of Commerce and Community Affairs (DCCA) to
reimburse public utilities and other energy vendors for shortfall
incurred under IRAPP or similar percentage of income payment plans of
other energy vendors. On August 3, 1988, the Commission initiated an
investigation to determine the amounts of shortfall incurred under IRAPP
through November 30, 1987, by the Company and other public utilities, for
the purpose of determining the amount properly payable to each utility.
On August 23, 1989, the Commission entered an order finding that the
reimbursable shortfall for the investigation period was $86,000 for the
Company. That amount was paid to the Company by DCCA in October 1989.
At September 30, 1989, the total accumulated shortfall reflected in the
deferred accounts of the Company for the period after November 30, 1987,
was $0.1 million.

On September 7, 1989, the Commission issued an order initiating
investigations to determine the amounts properly payable to public
utilities, including the Company, for shortfalls incurred under IRAPP
during the period of December 1, 1987, through October 31, 1985. Beyond
the amounts representing recovery of shortfall through November 30,
1987, the Company cannot reasonably determine at this time the future
impact of accumulated shortfall reflected in the deferred accounts.

Under legislation that became effective on August 2, 1989, no
assistance is to be provided to participants under IRAPP after
October 31, 1989. This legislation alsc established other energy
assistance programs in lieu of IRAPP to be effective November 1, 1989.
The new legislation provides for utilities to be compensatea by the
State of Illinois, generally on a month-to-month basis, for energy

assistance extended to participants in the new program.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

COVENANTS REGARDING RETAINED EARNINGS

North Shore's Indenture relating to the First Mortgage Bonds and
the Stock Purchase Agreements relating to the Cumulative Preferred Stock
contain provisions and covenants restricting the payment of cash

dividends and the purchase or redemption of capital stock. At
September 30, 1989, such restrictions amounted to $4.3 million out of

North Shore's total retained earnings of $34.6 million.

RATES AND REGULATION

On December 22, 1987, the Illinois Commerce Commission
(Commission) approved a filing made by the Company to make effective in
January 1988 a one-time refund and implement a rate reduction. The
Company refunded $1.1 million via a credit to its customers' accounts on
January 7, 1988, and reduced rates to reflect a reduction in annual
operating revenues (excluding additional charges for revenue taxes) of
$2.9 million.

In April 1988, the major pipeline supplier of the Company,
Natural Gas Pipeline Company of America (Natural), received permission
from the Federal Energy Regulatory Commission (FERC) to recover from its
utility customers, including the Company, by separate charges, certain
of Natural's so-called "past®™ take-or-pay costs. These costs arise from
the settlement of liabilities under agreements with producers that
require Natural to pay for supplies it contracted for, whether or not it
takes and subsequently sells them. Natural's recovery of these costs
was approved pursuant to a policy adopted by the FERC in Order No. 500.

By an Order dated April 27, 1988, the Commission initiated an
investigation into the appropriate recovery by Illinois gas utilities of
take-or-pay charges imposed by pipelines pursuant to Order No. 500, and
ordered that the utilities defer payments of these costs on their books
pending the resolution of this investigation.

Natural began billing these charges in June 1988. Such charges
are anticipated to be in effect for a period ending between four to five
years from their inception.

On November 22, 1588, the Commission issued an Order allowing
state gas utilities, including the Company, to fully recover separate
supplier charges for take-or-pay, through the Uniform Gas Charge, from
all classes of customers. The Company began recovery of these costs
from all its customers, including transportation customers, based on
service rendered on and after February 1, 1989. The Commission's
November 22, 1988 Order is currently being appealed by certain
intervenors to the Illinois Appellate Court. While the Company cannot
predict the Appellate Court's decision, the Company believes that the
Commission's decision is fully supported by statute and precedent,
federal and state, and the evidentiary record and, accordingly, will be
upheld on appeal. (See Note (16) of the Notes to Consolidated Financial
Statements. )
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

RATES AND REGULATION (Continued)

On May 1, 1989, Natural filed an application for authority to
institute a Gas Inventory Demand Charges (GIDC) tariff. The tariff
would establish new charges to compensate Natural for the costs of
maintaining the ability to provide firm sales service up to customers'
nominated levels. After negotiations, the parties to this proceeding
agreed to an interim settlement that would resolve the GIDC issue
through November 30, 1990, which is the date of expiration of Natural's
current sales service agreements with Natural's customers. Under the
settlement, customers would pay a charge for each unit of shortfall in
purchases below a specified threshold amount. Natural would provide a
supply warranty, and no other mechanism for recovery of Natural's
take-or-pay costs for the November 1989 through November 1990 period
could later be applied to customers. The parties await the FERC's
decision on the proposed interim settlement.

ENVIRONMENTAL MATTERS

The Company, its predecessors, and certain former affiliates
operated facilities in the past for manufacturing gas and storing
manufactured gas. In connection with manufacturing and storing gas,
various by-products and waste materials were produced, some of which
might have been disposed of on sites where the facilities were located.
Uncer certain laws and regulations relating to the protection of the
environment, the Company might be required to undertake remedial action
with respect to some of these materials if found at the sites. The
Company, in conjunction with an environmental consulting firm, is
investigating the sites to determine what, if any, remedial action might
be necessary. At this time, it is not known whether any remedial action
will be necessary at the sites or, if necessary, what the cost of any
such action would be. Accordingly, management does not have reason to
believe that any such costs will have a material adverse effect on
financial position or results of operations of the Company.

PENSION PLANS AND POST-RETIREMENT BENEFITS

The Company participates in two defined benefit pension plans
covering substantially all employes. These plans provide pension
benefits that generally are based on an employe's length of service,
compensation during the five years preceding retirement, and social
security benefits. The Company makes annual contributions to the plans
based upon actuarial determinations and in consideration of tax
regulations and funding requirements under federal law.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

PENSION PLANS AND POST-RETIREMENT BENEFITS (Contirued)

Net pension cost for fiscal 1989, 1988, and 1987 includes the
following components:

1989 1588 1987

(Millions)
Service cost - benefits earned during year $07 $0.7 $0.7
Interest cost on projected benefit obligations 2.0 1.8 1.7
Actual returns on plan assets (5.0) - (4.8)
Net amortization and deferral 3.1 (1.9) 3.2
Net pension cost $0.8 $0.6 ¢$0.8

The calculation of pension cost assumed a long-term rate of
return on assets of 7.0% for 1989 and 1988, and 6.5% for 1587.

The following table shows the estimated funded status of the
Company's pension plans at September 30, 1989, and 1988. The projected
benefit obligation was determined using weighted average discount rates
of 6.9% and 7.6% as of year-end 1989 and 1988, respectively, and assumed
future compensation increases of 5.5% for both years. Plan assets
consist primarily of marketable equity and fixed-income securities.

1589 1988
(Millions)
Actuarial present value of plan benefits:
Vested $18.9 $15.7
Non-vested 2.7 1.6
Accumulated benefit obligation 21.6 17.3
Effect of projected future compensation increases 8.0 7.0
Projected benefit obligation 29.6 24,3
Plan assets at market value 32.1 27.7
Plan assets in excess of projected benefit
obligation * $ 2,5 $ 3.4
Comprising:
Effect of changes in assumptions and difference
between actual and estimated experience $ 2.0 $ 2.9
Unrecognized transition asset G.5 0.5
$ 2.5 $ 3.4
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(5) PENSION PLANS AND POST-RETIREMENT BENEFITS (Continued)

In addition to providing pension benefits, the Company provides
certain health-care and life insurance benefits for retired employes.
Substantially all employes may become eligible for such benefit coverage
if they reach retirement age while working for the Company. The costs
of providing these benefits are recognized as an expense during the
period in which the costs are incurred. Such costs during fiscal years
1989, 1988, and 1987 were $284,000, $216,000, and $186,000, respectively.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(6) TAX MATTERS

Provision for Income laxes

For fiscal years ended September 30, 1589 1988 1987
(00UC0's)
Current:
Federal $3,823 $4,739 $4,876
State 634 826 790
Total current income taxes 4,457 5,060 5,666
Deferred:
Federal
Accelerated depreciation 688 832 1,138
Rate refunds - 221 (221)
Unbilled revenues 324 (121) -
Other (134) (287) (181)
State 236 127 102
Total deferred income taxes 1,114 772 838
Investment tax credits - net:
Federal (237) (239) (248)
State 95 52 80
Total investment tax credits - net (142) (187) (168)
Total provision included in income taxes 5,429 6,150 6,336
Less - Included in other income or
operation expense (49) (35) (5)
Included in operating expenses as
taxes - income 5,478 6,185 6,341
Cumulative effect of accounting change
Federal 464 - -
State 93 - --
Total provision for income taxes 2 6,54]

( ) Denotes red figure.
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(6) TAX MATTERS (Continued)

The following is a reconciliation between the computed federal
income tax expense (tax rates of 34 per cent in 1989 and 1988, and 43 per -
cent in 1987, times pre-tax income) and the total provision for federal
income tax expenses:

For fiscal years ended
September 30, 1989 1987

1988
Per Cent “Per Cent Per Cent

Amount of Pre-tax Amount of Pre-tax Amount of Pre-tax

(000's) Income (000's) Income (000's) Income

Computed federal
income tax_expense $5,203 34.0 $5,166 34.0 $5,524 43.0

Amortization of
investment tax

credit (237) (1.5) (239) (1.6) (248) (1.9)
Qut-of-period items at

gifferent tax rates - - 233 1.5 53 0.4
Adjustment of deferred

taxes (72) (0.5) - - - -
Other, net 34 0.2 (15) (0.1) 35 0.3
Total provision

for federal

income taxes Z 4 4

( ) Denotes rea figure.

Tax returns for 1980 through 1986 have been audited by the Internal
Revenue Service, and tax deficiencies of approximately $1.5 million have
been proposed. Issues are being contested, and the potential impact on net
income is not believed to be material, since the issues consist of income
tax provision timing differences.

Tax returns for 1988 and 1987 currently are under audit by the
Internal Revenue Service.

Illinois income tax returns for 1987 ang 1986 currently are under
audit by the Illinois Department of Revenue.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(7) DEFERRED CHARGES

As of September 30
1585 1588

{OC0'ST
Debt expense being amortized over the lives of
outstanding issues $ 257 $ 292
Energy Conservation Plan expenses 133 119
Interest on gas sales revenue refundable 301 184
IRAPP shortfall amounts 155 96
Payments of charges for pipeline suppliers'
take-or=pay costs - 720
Other 370 147
L8
(8) REDEEMABLE CUMULATIVE PREFERRED STOCK
9.0%
Series
Year of issue 1980
Shares outstanding 30,00Q
Involuntary liquication preference (000's) $ 3,000
Annual dividends per share $ 9.00
Redemption options:
Currently effective redemption price per share (a)
Redemption price per share decreases annually
to issue price by (year) (a)
Redemption through certain refunding operations .
not permitted prior to (year) 1990

(a) Not currently redeemable at the option of the Company.

(9) COMMON STOCK

No common stock was issued during the fiscal years 1987 through
1989.

(10) SINKING FUND REQUIREMENTS

There are no sinking fund requirements for preferred stock
outstanding at September 30, 1989. The preferred stock outstanding at
September 30, 1989, is required to be redeemed in its entirety,
$3.0 million, on its redemption date of October 1, 1990.

Sinking fund requirements and maturities of long-term debt

outstanding at September 30, 1989, for fiscal years 1990 through 1954
are $2.2 million for 1990, $2.4 million for 1991, $2.5 million for 1992,

$0.5 million for 1993, and $4.5 million for 1994.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(11) SHORT-TERM BORROWING AND COMPENSATING BALANCES

(12)

13)

(14)

Short-term cash needs of the Company are met through bank loans
and/or the issuance of commercial paper. The outstanding total amount
of these borrowings cannot at any time exceed total bank credit then in
effect.

To cover projected short-term credit needs of Peoples Gas and to
support the long-term status of Peoples Gas' Adjustable-Rate Mortgage
Bonds Series W, $63 million in bank credit through an irrevocable
revolving credit agreement with various banks was maintained during the
first seven months of fiscal 1989, under which the Company could borrow
up to $15 million.

Effective May 1, 1989, the Company and its affiliate, Peoples
Gas, entered into a new irrevocable credit agreement with various banks,
providing for maximum credit of $118 million, of which the Company could
borrow up to $20 million. The agreement will expire on April 30, 1992.

The new agreement increases the credit amount available to
Peoples Gas in order to also support the long-term status of the
Ad justable-Rate Mortgage Bonds, Series Y and Z.

Payment for the revolving credit agreement with the banks is
through compensating balances and/or fees. There are no legal
restrictions on withdrawal of compensating balances.

For additional information on short-term borrowings, see
Schedule IX.

CAPITAL COMMITMENTS

Total contract and purchase order commitments of the Company at
September 30, 1989, amounted to approximately $1.59 million.

ASSETS SUBJECT TO LIEN

The Indenture of Mortgage, dated April 1, 1955, as supplemented,
securing the First and Refunding Mortgage Bonds issued by the Company,
constitutes a direct, first-mortgage lien on substantially all property
owned by the Company.

EXPLORATION SUBSIDIARY

North Shore Exploration Company, a wholly owned subsidiary of
the Company, was formed in 1973 to engage, directly or indirectly, in
lease-acquisition, exploration, and development programs. The
subsidiary has made investments totaling $4.1 million and through
September 30, 1989, has amortized $3.9 million. The Company is allowed
by the Illinois Commerce Commission to include such investments in its
rate base and treat any profits or losses as utility transactions.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

EXPLORATION SUBSIDIARY (Continued)

Currently, the exploration company owns small interests in the
net profits of leased hydrocarbon-producing offshore blocks through six
separate agreements. The exploration company receives monthly distri-
butions of its portion of net profits. In fiscal 1989, these cash
distributions totaled $0.6 million. Amortization of the investment for
this same period totaled $0.1 million. No other business activity
occurred during the fiscal year. The last investment in this venture
was made in fiscal 1975, and no additional investments are anticipated.

SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

During the fourth quarter of fiscal 1989, the Company changed,
effective October 1, 1988, its method of accounting for revenues. (See
Note (1)b of Notes to Consolicated Financial Statements.) OData previously
reported for the first three quarters of fiscal 1989 have been restatec
to reflect the newly adopted accounting principle. Per share data are
omitted since the Company is a wholly owned subsidiary of Peoples Energy.

Cumulative
Effect of Net Income
Operating Operating Accounting Applicable
Fiscal Quarters Revenues Income Change to Common Stock
(000's)
1989 (as restated)
First $40,333 $ 5,07¢ $ 900 $ 4,786
Second 60,490 7,422 - 6,256
Third 21,001 1,208 - 434
Fourth 11,810 (379) - (1,372)
1989 (as previously reported)
First 33,928 4,133 -- 2,944
Second 61,621 7,633 - 6,467
Third 26,373 1,960 -= 1,186
1588 (as reported)
First 32,767 4,176 -- 2,993
Second 57,941 8,383 - 7,161
Third 23,163 2,165 -- 1,272
Fourth 9,842 (733) - (1,646)
1588 (pro forma)
First 37,517 5,871 -— 3,751
Second 57,059 8,079 - 7,025
Third 18,725 593 - 569
Fourth 9,921 (722) -- (1,641)

( ) Denotes red figure.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(16) EVENT (UNAUDITED) SUBSEQUENT TO DATE OF AUDITORS' REPORT--RECOVERY OF
SUPPLIER CHARGES FOR TAKE-OR-PAY

Reference is made to Note (3) of the Notes to Consolidated
Financial Statements.

On December 5, 1989, the Illinois Appellate Court issued an
opinion reversing and remanding to the Commission the Commission's
November 22, 1988 order which allowed state gas utilities, including the
Company, to fully recover separate supplier charges for take-or-pay,
through the Uniform Gas Charge, from all classes of customers. The
Court, with one of three judges dissenting, held that, contrary to the
finding of the Commission, the Commission is not precluded by the
federal preemption and filed rate doctrines from requiring gas utilities
to absorb a portion of take-or-pay charges imposed by pipeline suppliers
pursuant to the policy of the FERC's Order No. 500. The Court
explicitly refrained, however, from offering any opinion as to whether
an{ of such charges should be absorbed by utilities, leaving that
determination to the Commission on remand, after taking evidence. Under
applicable Court rules, the Court's mandate effectuating its opinion
will not issue until after the disposition of all requests for rehearing
ang any subsequent appeals to the Illinois Supreme Court. The Company
believes that the Court's opinion is erroneous as a matter of law and
intends to contest it by seeking rehearing or appeal or both. wWhile the
Company cannot predict the final outcome on appeal, the Company believes
that the Commission's decision is fully supported by statute and
precedent, federal and state, and the evidentiary record and,
accoraingly, will ultimately be upheld on appeal.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
— AND FINANCTAL DISCLOSURE

Not applicable.
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PART II1I

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

IDENTIFICATION OF DIRECTORS

Name, Principal Occupation, Age at
and Other Directorships 11-30-89

Company
Directorship
Since

J. Bruce Hasch 51
Executive Vice President of the Company,
Peoples Energy, and Peoples Gas; Director
of Peoples Energy and Peoples Gas.

James Hinchliff 49
Senior Vice President and General Counsel
of the Company, Peoples Energy,
ana Peoples Gas; Director of Peoples Gas.

Michael S. Reeves 54
Executive Vice Presigent of the Company,
Peoples Energy, and Peoples Gas;
Director of Peoples Gas.

Richard E. Terry 52
President and Chief Operating Officer
of the Company, Peoples Energy, and
Peoples Gas; Director of Peoples Energy
and Peoples Gas.

Eugene A. Tracy 61
Chairman of the Board and Chief Executive
Officer of the Company, Peoples Energy, and
Peoples Gas; Director of LaSalle National Bank.
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ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY (Continued)

IDENTIFICATION OF EXECUTIVE OFFICERS

Position at Age at Position
November 30, 1989 11-30-89 Held Since
Frank H. Blackmore vice President 54 1989
Emmet P. Cassidy Secretary and Treasurer 56 1989
Patrick J. Doyle Vice President 52 1985
J. Bruce Hasch Executive Vice President 51 1985
George G. Henning Vice President and Controller 62 1989
James Hinchliff Senior Vice President and 49 1589
General Counsel
John A, Lawrisuk Vice President 6l 1981
John E. McManus vice President 60 1989
John F. Mooney Vice President 55 1987
Thomas M. Patrick vVice President and Deputy 43 1589
General Counsel
James D. Pitts, Jr. vice President 51 19895
Michael S. Reeves Executive Vvice President 54 1987
Richard E. Terry President and Chief 52 1987
Operating Officer
Eugene A. Tracy Chairman of the Board and 6l 1981

Directors

thief Executive Officer

and executive officers of the Company were elected to

serve for a term of one year or until their successors are duly elected and

qualified.

There are no family relationships among directors and executive

officers of the Company.
All of the directors and executive officers of the Company have been

continuously employed by the Company and/or its affiliates in various
capacities for at least 10 years.
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ITEM 11. EXECUTIVE COMPENSATION

The executive officers of the Company serve both the Company and its
affiliate, Peoples Gas. Remuneration is paid by Peoples Gas with appropriate
amounts billed to the Company for the time such officers serve North Shore.
The Company was billed $404,396 for the services of these officers during
fiscal 1989, including approximately $73,000 for the services of Mr. Tracy.
No other executive officer's cash remuneration for service to North Shore
exceeded $60,000. Information regarding executive compensation paid by
Peoples Gas and its affiliates to Peoples Gas officers is set forth in the
Annual Report of Peoples Gas on Form 10-K for the fiscal year ended
September 30, 1989.

Compensation of Directors

All directors of the Company were officers of the Company who
received no compensation for serving as directors.

ITEM 12, SECURLTY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

As of November 30, 1989, voting securities of the Company were
beneficially owned as follows:
Number of Per Cent of
Name and Address Shares Owned Class

Common Stock without par value

Peoples Energy Corporation 3,625,887 100%
122 South Michigan Avenue
Chicago, Illinois 60603

Redeemable Cumulative Preferred Stock, $100 Par Value

GMAC Commercial Corporation 20,000 1QC%
General Motors Building

3044 West Grand Boulevard

Detroit, Michigan 48202

SECURITY OWNERSHIP OF MANAGEMENT

No equity securities of the Company are beneficially owned directly
or indirectly by any director or officer of the Company.

Information regarding common stock, without par value, of Peoples
Energy beneficially owned directly or indirectly by directors and executive
officers of the Company is set forth in the Annual Report of Peoples Gas on
Form 10-K for the fiscal year ended September 30, 1989.

CHANGES IN CONTROL

None.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

None.
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PART 1V
ITEM 14, EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K
(a) 1. Financial Statements: Page
See Part II, Item 8. 12
2. Financial Statement Schedules:
Schedule
Number
v Property, Plant and Equipment, at Original Cost 37
vl Accumulated Provision for Depreciation of
Property, Plant and Equipment 39
Vi1l valuation and Qualifying Accounts 41
IX Short-Term Borrowings 42
X Supplementary Income Statement Information 43
3. Exhibits:

See Exhibit Index on page 45.

(b) Reports on Form 8-K filed during the final quarter of fiscal year 1989:

None.
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North Shore Gas Company and Subsidiary Companies Schedule ¥
Page 1 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST
(000*s)
Colymn A Column B Column C Column D Column E Column F
Balance Transfers Balance
at beginning Additions between at end of
Classification of period at cost Retirements accounts ‘period
Fiscal Year Ended September 30, 1989
Public utility facilities:
Gas plant in service -
Production plant $ 3,966 $ 47 $ - $ -~ $ 4,013
Storage plant 7,484 22) -- .- 7,705
Distribution plant 137,436 14,178 594 (431) 150,589
General plant 8,392 1,557 883 -- 9,066
Construction work in progress 5,982 (2,314) - -- 3,668
Gas stored underground - non-current 725 25 - -- 750
Total public utility facilities 163,985 13,714 1,477 (431) (d) 175,19
Non-utility property -- -- .- 431 431
Total property, plant and equipment, at
original cost 4163,985 1 .71 FERICTZ ) R S 176,222
Fiscal Vear Ended September 30, 1988
Public utility facilities:
Gas plant in service -
Production plant $ 3,850 $ 133 $ L $ -- $ 3,966
Storage plant 7,484 .- -- .- 7,484
Distribution plant 129,910 8,211 685 .- 137,436
General plant 7,980 889 477 .- 8,392
Construction work in progress 1,0N 4,9 .- -- 5,982
Gas stored underground - non-Current 725 -- -= - 725
Tota) public utility facilities 151,020 14,144 1,179 .- 163,985
Mon-utility property -- -- -- == -
Total property, plant and equipment, at
original cost $151,020 $ 14,144 $ 1,179 (a) 3 - $163,965




rage ¢ ot ¢
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST

{000°s)
Column A Column 8 Column C Column D Column E Column F
Balance Transfers Balance
at beginning Aditions between at end of
Classification of period at cost Ret irements accounts _period

Fiscal Year Ended Septesber 30, 1987

Public utility facilities:
Gas plant in service -

Production plant $ 3,843 $ 18 $ 1 $  (0) $ 3,85
Storage plant 12N 213 -- -- 7,484
Distribution plant 116,828 13,547 666 20) 129,910
General plant 7,936 1,057 812 (b) (201) 7.980
Construction work in progress 1,392 (321) -- - 1,0N
Gas stored underground - non-current 701 24 -- -- 125
Total public utility facilities 132,91 14,538 1,479 (10) (c) 151,020
Non-utility property — 5630 _ 50 — 0 _

Total property, plant and equipment, at

original cost 138,601 $14,538 L2190 3§ - 4151020

( ) Denotes red figure.

Notes: (a) Represents: 1989 1988 1987
Retirements charged to accumulated provision for deprectiation Schedule (V1) $).,477 1,179 $1.479
Cost of land retired at Peterson Road - -- 640

47 019 £2119

(b) Includes §261 thousand applicable to a change in minimua capitalization from $250 to $500.

{c) Represents the transfer of Peterson Road land to non-utility property.

(d) Represents the transfer of Deerfield Plant property to non-utility property.
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Schedule Y1
Page ) of 2
(000°s}
Coluen A _Glywss Golumn € Golym 0 Column € Colymn ¢
Aditions charged to
Salance _costs and expenpet (9) Retirement Stores and Salence
at baglaning Oepreciation Clesr ing of preperty Cost of atscelloneous at end of
Description Af peried —Sapgesy = pccpis —atcest ~ dismat]ing  _(selveee} Other changes —Jeriod
Fiscal ) _
Public uttlfty facilities:
Gas pleat in service -
Production plant $ 2,268 $ e $ - $)  -- $ - | S $ - $ 2,490
Storage plant LM 259 .- -- -- -- - 2,570
Distridution plant 43,023 4,509 -- 1] s m (253) 48,511
General plast LN 181 409 83 -- (122) - 2,700
Total public utility
facilities $2,873 5,000 00 ., s (123) (253) (c) 6,21
on-utility property .- - .- .- - -- 287 287
Tota) accumulation provisien
for seprectation 8250 100 i L] A8 020 FU—] TR
Public utidity factdittes:
Gas plant #a service -
Production plant $ 2,20 | t » $ ] $ $ 2,340
Storage plant 2,058 253 - .- .- -- - .M
Distribution plant 4,636 4,253 .- (] 3 ) - 45,02)
General plaat 2,605 172 402 477 3 {87) .= 2,87
Total accumulstion provisien
for deprectation B L W LLUs F s_(a) f 82,51
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Column A

Descr iption

Public utility factliities:
6as plant in service -
Production plant
Storage plant
Distridbution plaat
Geaeral plant

Tota) accumulation provision
for depreciation

—Olum )

Balance
at beginning
of period

$ 2,132
1,808
38,487

2,825

fotes:

Yorth Shore Gas Company and Subsidlary Compantes

ACCUMULATED PROVISION FOR DEPRECIATION OF PROPERTY, PLANT AND EQUIPMENT

(000°s)
Column C Column D Column E
Additions charged to Deduct retirements
costs and expenses (a) Retirement Stores and
Oepreciation Clearing of property Cost of aiscellansous
expense accounts at cost dismantling {salvage) Other changes
Fiscal Year Ended September 30, 1987
$ 1o ' - $ ' - 4 -
253 -- .- .- .- -
3,99 .- 666 198 {2) n
224 389 12 (b) .- (23) {64)
14541 4288 114108 i_la b W} 1) 13 ()

{ ) Denotes red figure.
() See Mots ())e of Motes to Consolidated Financial Statements
with respect Lo the basis for the provision for depreciation.

(b) Includes (261 thousand applicable to a change in minimum capitalization
from §250 to §500.

{c) Represents the following:

1989 1987

Accumylated provision for depreciation
applicable to property acquired $ 4 $ 2
Proceeds from sale of property L] n
Gapitalized depreciation transferred 16 --

Transfer of Deerfield’s accumulated provision
for depreclation to ndn-utility property (287) --
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Column F

Balance
at end of

period




North Shore Gas Company and Subsidiary Companies

VALUATION AND QUALIFYING ACCOUNTS

(000°'s)
Column A Column B
Balance
at beginning
Description of period

RESERVES (deducted frowm assets in balance sheet):
Uncollectible items

RESERVES (deducted from assets in balance sheet):
Uncollectible items

RESERVES (deducted from assets in balance sheet):
Uncollectible items

Column C_
Additions

Charged
to costs
and

expenses

For Fiscal Year Ended September 30, 1989

3 046

1.69)

For Fiscal Year Ended September 30, 1988

3 24

.82

For Fiscal Year Ended September 30, 1987

3 634

-4 -
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Schedule VIII

Column D Column E
Deductions
Charges for the
purpose for which the Balance
reserves or deferred at end of
credits were created period
3 17 3620
w w




North Shore Gas Company and Subsidiary Companies

SHORT-TERM BORROWINGS

Schedule IX

(000's)
Column A Column B Column C Column D Column E (a) Column F (b)
Weighted Average Maximum Amount Average Amount Welghted Average
Category of Aggregate Balance at Interest Rate Outstanding Outstanding Interest Rate r—

Short-Term Borrowings

End of Period End of Period During the Period

During the Period

Commercial Paper

Commercial Paper

Commercial Paper

Fiscal Year Ended September 30, 1989

$ 5,000 8.66% $ 6,000

Fiscal Year Ended September 30, 1988

$  -- - $13,500

Fiscal Year Ended September 30, 1987

$11,500 7.28% $11,500

$ 1,500

$ 1,967

$ 1,703

(a) Computed by multiplying the amounts outstanding by the days outstanding and
dividing the results by the number of days used.

(b) Computed by dividing the applicable interest expense by the average amount
outstanding during the period.
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8.74%
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Schedule X

North Shore Gas Company and Subsidiary Companies .

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Maintenance, depreciation, royalties, advertising costs, and research
and development costs, other than those specifically disclosed in the
Consoligated Statements of Income, are not significant.

Significant taxes, other than taxes on income, including those
charged to clearing and other accounts, are summarized as follows:

Fiscal Years Ended September 30,
1585 1988 1587
— ~(000's)

Real estate, invested capital, personal

property, and state franchise $ 1,290 $ 1,008 $ 945
Il1linois public utility 5,600 5,098 5,322
Municipal public utility 2,779 2,633 3,176
Social security 690 ‘649 712
Other 397 314 308

Total $10,756 S, 702 $10,463
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SIGNATURES

‘.

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

NORTH SHORE GAS COMPANY

Date: December 26, 1589 By: _E. A. TRACY
E. A. tracy
Chairman of the Board and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of the
registrant and in the capacities indicated on December 26, 1989.

E. A. TRACY Chairman of the Board and Chief Executive
E. A. Tracy Officer and Director
(Principal Executive Officer)

J. B. HASCH Executive Vice President and Director
J. B. Hasch (Principal Financial Officer)
G. G. HENNING Vice President and Controller
G. G. Henning (Principal Accounting Officer)
JAMES HINCHLIFF Director

James Hinchliff

MICHAEL S. REEVES Director
Michael S. Reeves
RICHARD E. TERRY Director

Richard E. Terry
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North Shore Gas Company and Subsidiary Companies

EXHIBIT INDEX

(a) The exhibits listed below are filed herewith and made a part thereof:

Exhibit Number Description of Document Page Number
3-a Amendment to the By-Laws of the 46

Registrant, dated July 5, 1989.

3-b By-Laws, as last amended, dated 47
duly 5, 1989.

18 Arthur Andersen & Co. preferability 67
letter regarding change in method
of accounting for revenues,
effective October 1, 1988.

(b) Exhibits listed below have been filed heretofore with the Securities
and Exchange Commission pursuant to the Securities Act of 1933, as
amended, and/or the Securities Exchange Act of 1934, as amended, and
are incorporated herein by reference. The file number and exhibit
number of each such exhibit are stated in the description of such

exhibits.
Exhibit
Number ODescription of Document
3=¢ Articles of Incorporation of the Registrant as amended on
April 13, 1987 (Registrant Form 10-K for fiscal year ended
September 30, 1987, Exhibit 3-b).
4-3 Indenture, dated as of April 1, 1955, from the Company to

Continental Illinois National Bank and Trust Company of Chicago
as Trustee; Third Supplemental Indenture, dated as of

December 20, 1963 (North Shore-File No. 2-35965, Exhibit 4-1);
Fifth Supplemental Indenture, dated as of February 1, 1970
(File No. 2-35965, Exhibit 4-2); Sixth Supplemental Indenture,
dated as of October 1, 1973 (Form 10-K for the fiscal year enced
September 30, 1980, Exhibit 4-3); Seventh Supplemental
Indenture, dated as of February 15, 1977 (Form 10-K for the
fiscal year ended September 30, 1980, Exhibit 4-4); Eighth
Sugﬁlemental Indenture, dated as of September 15, 1980 (Form

10-K for the fiscal year ended September 30, 1980, Exhibit 4-5);
and Ninth Supplement Indenture, dated as of December 1, 1987
(Form 10-K for the fiscal year ended September 30, 1987,

Exhibit 4).
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended September 30, 1988 Commission File Number 2-35965

NORTH SHORE GAS COMPANY

(Exact name of registrant as specified in its charter)

llinoils 38-1558720
(State or other jurisdiction of (\RS Employer
incorporation or organization) identification No.)
122 South Michigan Avenue, Chicago, lilinols 60603
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code:
(312) 431-4000

Securities registered pursuant to Section 12(b) of the Act: None

Securities registered pursuant to Section 12(g) of the Act: None

indicate by check mark whether the registrant (1) has filed ali reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1834 during the preceding 12 months (or
for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. Yes X No ___

State the aggregate market value of the voting stock heid by non-affiliates of the registrant:

Redeemable Cumuiative Preferred Stock, $3,000,000 at November 30, 1988, based on the
price st which the stock was soid.

indicate the number of shares outstanding of each of the issuer's classes of common stock, as
of the latest practicable date:

Common Stock, without par vailue, 3,825,887 shares outstanding at November 30, 1988.
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North Shore Gas Company

ANNUAL FEPORT ON FORM 10-K

FISCAL YEAR ENDED SEPTEMBER 30, 1988
PART 1

ITEM 1. BUSINESS

GENERAL

North Shore Gas Company (Company) is an operating public utility
engaged primarily in the purchase, storage, distribution, sale and
transportation of natural gas at retail to more than 110,000 residential,
commercial and industrial customers within its service area of approximately
275 square miles, located in northeastern Illinois. It serves 56 communities
and adjacent areas, including those situated along Lake Michigan from
wWinnetka, Illinois to the Illinois-Wisconsin state line. This area, with an
estimated population of 490,000, contains residential concentrations and a
diversity of industrial and commercial establishments, as well as some farm
lands. The Company had 237 employes at September 30, 1988.

The Company holds certificates of public convenience and necessity
issued by the Illinois Commerce Commission (Commission) for the conduct by the
Company of its operations in the territory which it serves. It holds a
license agreement from Lake County, Illinois, and, with minor exceptions,
franchises from all of the incorporated cities and villages in its service
territory. The franchises are of. various terms and expiration dates, and are
generally subject to various other conditions, restrictions or limitations not
deemed materially burdensome.

At September 30, 1988, the common stock of the Company and of its
affiliate, The Peoples Gas Light and Coke Company (Peoples Gas), was
wholly-owned by Peoples Energy Corporation (Peoples Energy).

COMPETITION

Competition in varying degrees exists between natural gas and other
fuels or forms of energy available to consumers in the Company's service
area. Natural gas prices declined during the last year enabling gas to
maintain a lower price than competing energies. Overall, natural gas prices
in the Company's service area compared very favorably on a national basis.

A number of the customers of the Company are substituting
customer-owned gas for gas purchases from the Company, utilizing the
availability of pipeline transportation as well as the Company's own
transportation service. Under existing rates, the Company experiences no
loss of distribution margin due to customer shifts from gas service to
transportation service. The Company has utilized the increased availability
of transportation to make purchases in the competitive spot market, thereby
reducing the average cost of gas that must be recovered from customers.

Despite the access to spot market supplies afforded by open-access
transportation, the Company is concerned because it is not known how the
changing use of pipeline services under the new open-access rules will affect
the security and reliability of long-term supplies from pipelines for
distributors.

-3 a



i - - T/ T

ITEM 1. BUSINESS (Continued)

COMPETITION (Continued)

A pipeline may seek to provide transportation service directly to
end-users. Such direct service by a pipeline to an end-user would bypass the
local distributor's service and reduce its earnings. However, to the best of
the Company's knowledge, no such service has been proposed for any customers

of the Company.
SALES AND RATES

The Company sells natural gas having an average heating value of
approximately 1,000 British thermal units (Btu's) per cubic foot.* Sales are
made and service rendered by the Company pursuant to a rate schedule on file
with the Illinois Commerce Commission (Commission) containing various service
classifications largely reflecting customers' different uses and size of
consumption. Monthly adjustments to the Gas Charge under the Company's rate
schedule provide for the pass-through of increases or decreases in natural gas
supplier rates, purchased storage service costs, transportation charges,
liquefied petroleum gas costs and purchases of synthetic natural gas (SNG).

In addition, under the tariffs of the Company, the difference for any fiscal
year between costs recaoverable through the Gas Charge and the revenues billed
to customers under the Gas Charge is refunded or recovered over a 12-month
billing cycle beginning the following Jaruary 1. Consistent with these tariff
provisions, such difference for any month is recorded either as a current
liability or a current asset (with a contra entry to gas costs), and the
fiscal year-end balance is amortized over the 12-month period beginning the
following January 1.

The business of the Company is seasonal because a large element of
the Company's customer load consists of space heating. For a discussion as to
the effect of the seasonal nature of gas sales upon net income and cash flow,
see "Results of Operations™ and "Liquidity and Capital Resources" in
Management's Discussion and Analysis of Results of Operations and Financial
Condition.

The basic marketing plan of the Company is to retain its strong
position in the residential, commercial and industrial markets while seeking
dominant market share in new construction and expansion of the commercial and
industrial markets. The Company will also pursue non=traditional markets such
as gas air cooling, cogeneration and the use of compressed natural gas for
fueling buses and vehicles. )

STATE LEGISLATION AND REGULATION

The Company is subject to the jurisdiction of and regulation by the
Illinois Commerce Commission (Commission), which has general supervisory and
regulatory powers over practically all phases of the public utility business
in Illinois, including rates and charges, issuance of securities, services and
facilities, systems of accounts, investments, safety standards, transactions
with affiliated interests, as defined in the Illinois Public Utilities Act,
and other matters.

¥ AIT volumes of natural gas set forth in this report are stated on a 1,000
Btu (per cubic foot) billing basis.
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ITEM 1. BUSINESS (Continued)

STATE LEGISLATION AND REGULATION (Continued)

Under the Illinois Residential Affordable Payment Program (IRAPP), the
Company is prohibited from discontinuing gas service to any participating
customer who pays the monthly obligation required by IRAPP. See Note (1)1 of
Notes to Consolidated Financial Statements.

The statutory authority authorizing IRAPP expires on December 31,
1988. The Company and other utilities have agreed to continue IRAPP pending
action by the Illinois legislature to reauthorize IRAPP, which is anticipated
to occur in early 1989.

FEDERAL LEGISLATION AND REGULATION

By Order entered on December 6, 1968 (Holding Company Act Release No.
16233), the Securities and Exchange Commission (SEC), pursuant to Section
3(a)(1) of the Public Utility Holding Company Act of 1935 (Act) exempted
Peoples Energy and its subsidiary companies as such (including the Company)
from the provisions of the Act other than Section $(a)(2) thereof.

In late 1985, and early 1986, the Federal Energy Regulatory Commission
(FERC) issued Order Nos. 436 and 436-A through E which, among other things,
offered pipelines an option to transport gas on an "open-access” nondiscrimi-
natory basis for all shippers under expedited regulatory procedures. Pipelines
that elected this option were required, as a condition thereto, to allow firm
sales customers to reduce their gas purchase demand volumes under firm sales
contracts or convert such purchase demand volumes to firm transportation service
by up to 100 per cent over a five-year period following the pipeline's election.

In Jdune 1987, the D.C. Circuit Court of Appeals determined that the
436 series of orders should be vacated and remanded to the FERC for further
consideration. In response to the Court's decision, the FERC.issued COrder
No. 500 which readopts on an interim basis the regulations promulgated by
Order No. 436 with certain modifications. The principal modifications to the
Order No. 436 regulations adopted in Crder No. 500 are: (1) a requirement that
proaducers grant take-or=pay credits to pipelines transporting their gas;
(2) a policy as to the acceptable mechanism for the passthrough to pipeline
customers of take-or-pay buyout and buydown costs; (3) principles upon which
pipelines may charge customers for the cost of holding gas supplies to serve
them; and (4) elimination of the pipeline customer's option to reduce contract
demand. Order No. 500 has beerr appealed to a Federal court of appeal.

In December 1986, the FERC voted to deny rehearing of Order No. 451,
which raised the ceiling prices permitted to be paid for all categories of
"old" gas, still regulated under the Natural Gas Policy Act (NGPA), to that of
the highest-priced old gas category. The order also established a "good faith
negotiation®™ procedure by which producers of such gas may seek increased prices
up.to the new ceiling. A portion of contracted gas reserves of the pipeline
suppliers for the Company is subject to this rule. At this time, the Company
cannot determine the witimate impact on customers gas bills of Order No. 451,
which is under appeal to a Federal court of appeal.

In March 1988, the Company's principal supplier, Natural Gas Pipeline
Company of America (Natural), filed with the FERC a revised plan for a gas
supply charge. This inventory fee would compensate Natural for holding gas
supplies to meet the purchase entitlements of its utility customers, including
the Company. Under Natural's proposal, a volumetric charge would be levied on
quantities reserved but not taken by a customer in any month.
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ITEM 1. BUSINESS (Continued)

FEDERAL LEGISLATION AND REGULATION (Continued)

As the Company disagreed with specific terms of Natural's filing,
it, along with Natural's other major customers, subsequently filed a
counterproposal. This customer alternative was geared to meet the customers'
requirements for flexibility in their choice of monthly entitlements and in
their level of discretionary purchases. Following negotiations, the pipeline
and customer group filed a joint settlement which provides for a volumetric
ceficiency charge to be levied on a portion of volumes reservea but not
taken. The joint settlement also provides for winter and summer price caps on
Natural's commodity rates, flexibility in customer nominations ana a one-time
opportunity to decrease existing daily contract demand entitlements by up to
15%. The FERC approved the joint settlement on July 29, 1988, subject to
certain conditions. On rehearing of its July 29, 1588 approval order, the
FERC approved immediate implementation of the one-time daily contract demand
reductions. In December, Natural elected not be accept the joint settlement.

On July 1, Natural petitioned the FERC for a rate increase, of which
approximately $4 million would be passed on to the Company. The request was
part of a filing that also proposes Natural's introduction of seasonal rates.
Under this plan, rates for delivery of gas to the pipeline's customers would
be significantly higher from November through March than from April through
October. The parties have entered into settlement discussions.

GAS SUPPLY ADVANCES AND INVESTMENTS

During the natural gas shortage of the 1570's, the Company undertook
several programs to augment its gas supply. From 1973 through 1975, the
Company, with Commission approval, made equity investments in development
ventures. At September 30, 1988, $430,000 in equity investments remain
outstanding. The Company is allowed by the Commission to include such
investments in its rate base and treat any profits or losses as utility
transactions. See Note (13) of Notes to Consolidated Financial Statements for
information on the Company's exploration subsidiary.

On June 2, 1988, the Company completed a settlement involving advance
payments made in 1977 for gas supply exploration. Under the settlement, the
Company was repaid $790,000 in principal and $340,000 in interest.

CURRENT GAS SUPPLY

The following tabulation shows the expected peak-day availability of
gas in thousand cubic feet (Mcf) during the 1988-89 heating season:

Peak-Day Year of
Availability Contract
Source (Mcf) Expiration
Flow Gas
rqatural..'..l..l‘....O.......‘..l‘..l..'.' 135,371 1990 (a)
Cmany (LP)........l.l..'.l..'........... 60 Om
1551371
Storage Gas :
Natural.Q..Q....C.'...'..l....l..‘.'...... 97’153 (b) 1990-1995 (a)
Peoples Gas (Manlove).eeuieeecrosvsncccnnne 63,809 (c) 1990
160,562
Total expected peak-day availability.... 356,333 (d)
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ITEM 1. BUSINESS (Continued)

CURRENT GAS SUPPLY (Continued)

(a)

(b)

(c)

(d)

Natural Gas Pipeline Company of America (Natural) may not terminate service
at the expiration of service agreements without receiving prior
authorization from the Federal Energy Regulatory Commission (FERC).

The Company has storage service withdrawals available from Natural of

(1) 53,029 Mcf per day subject to maximum seasonal withdrawal of 30 times
the maximum daily withdrawal under a service agreement extending to 1990,
(2) 6,657 Mcf per day under a service agreement extending to 1992, (3) 4,055
Mcf per day in the peak month, which is January, under a service agreement
extending to 1991, (4) 3,412 Mcf per day under a service agreement extending
}:;9%995, and (5) 30,000 Mcf per day under a service agreement expiring in

The Company has a gas storage agreement with Peoples Gas which provides a
maximun withdrawal of 63,809 Mcf of storage service per day. The agreement
also makes available additional quantities, if available, equal to its pro
rata share.

See discussion of Order No. 436 and Order No. 500 under "Federal Legislation
and Regulation".

The Company's sources of gas supply (including gas transported for

customers) in million cubic feet (MMcf) for the three fiscal years ended
September 30, 1988, 1987 and 1986 were as follows:

1988 1987 1986

Source:

Natural (a) 18,315 11,330 31,625
Other Suppliers (a) 9,173 15,470 918
Peoples Gas - SNG (b) -— . -- 276
= Other -— -— 944
Liquefied Petroleum Gas Produced 12 5 3
Customer Owned Gas ~ Received 7,045 4,390 17
Underground Storage - Net (247) 255 (559)

Company Use, Franchise Requirements
and Unaccounted for Gas (337) (287) (148)
Total (c) 22,261 2LAe2 23,076

( ) Denotes red figure.

(a) The Company began making significant purchases of supplies in the
competitive spot market in fiscal 1987, substituting these supplies for
more expensive pipeline supplies. Such purchases are made on a month-to-
month basis whenever they prcduce a savings in gas costs without
Jeopardizing supply security and reliability. See discussion of Order
No. 436 and Order No. 500 under "Federal Legislation and Regulation"”.

(b) North Shore's service agreement with Peoples Gas, which provided for the
purchase of 10 per cent of the production of Peoples Gas' synthetic
natural gas (SNG) plant, expired in fiscal 1986 and was not renewed.

(c) The variation in total supply from year-to-year is due primarily to
weather.
-7 -



ITEM 2. PROPERTIES

All of the principal plants and properties of the Company have been
maintained in the ordinary course of business and are believed to be in
satisfactory operating condition. The following is a brief description of‘ the
principal plants and operating units of the Company.

The distribution system of the Company, as of September 30, 1988,
consisted of 1,752 miles of distribution mains and necessary pressure
regulators, approximately 102,000 services (pipe connecting the mains with
piping on the customers' premises) and approximately 113,000 meters installed
on customers' premises. The Company has liquefied petroleum gasification and
storage facilities. It also owns and has a substantial investment in office
and service buildings, garages, repair shops and motor vehicles, together with
the equipment, tools and fixtures necessary to conduct its business.

Most of the principal plants and properties of the Company, other
than mains, services, meters, regulators and cushion gas in underground
storage, are located on property owned in fee. Substantially all gas mains
are installed in public streets, alleys and highways, or under property owned
by others under grants of easements. Meters and house regulators in use and a
portion of services are located on premises being served.

Substantially all of the physical properties now owned or hereafter
acquired by the Company are subject to (a) the direct, first mortgage lien of
the Company's Mortgage to the Continental Illinois National Bank and Trust
Company of Chicago, Trustee, to secure the principal amount of the Company's
outstanding First Mortgage Bonds and (b) in certain cases, other exceptions
and defects which do not interfere with the use of the property.

ITEM 3. LEGAL PROCEEDINGS

There are no material legal proceedings pending to which the Conpany
is a party.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.



PART II
ITEM 5. MARKET FOR THE COMPANY'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

The Company is a wholly-owned subsidiary of Peoples Energy.
ITEM 6. SELECTED FINANCIAL DATA

For fiscal years ended September 30, 1988 1987 1986 1985 1984
mm—%ga:Ts (thousands)
Operating Revenues:
Residential $84,320 $81,450 §$ 96,265 $ 99,472 $ 98,818
Commercial 27,546 31,229 38,133 40,837 40,319
Industrial 6,017 12,164 30,409 34,052 32,765
Transportation of customer-
owned gas 4,990 2,523 7 - -
Other 840 792 944 966 1,199
Total Operating Revenues 23,713 128,158 185,758 175,327 173,101
Less - Gas costs 71,708 77,616 108,893 118,789 122,314
- Revenue taxes 7,828 8,591 11,094 12,026 11,598
Net Operating Revenues ¥ 44,177 ¥ 41,951 ¥ 45,771 ¥ 44,5127 ¥ 35,189
Net Income Applicable to
Common Stock . $ 9,780 $ 7,183 § 8,900 $ 8,782 $ 6,847
on cubic feet)
Residential 18,640 16,670 18,161 17,209 18,323
Commercial 6,870 7,288 8,090 7,946 8,377
Industrial 1,478 2,956 6,806 6,867 6,924
Transportation of customer- 573 289 19
owned gas 6 4,24 - -
Total 33,961 31,163 33,076 32,002 _ 33,624
NUMBER OF CUSTOMERS (average) » ,
Residential 102,906 99,537 96,281 94,393 93,126
Commercial 6,245 6,241 . 5,962 5,769 5,595
Industrial 713 704 717 700 695
Transportation 437 52 1 -
Total “110,301 106,534 102,961 100,862 862 99,416

Y
Per cent of normal (6,455)

§,0% 5780 6747 €60 1177
100 89 108 '103 111

ASSETS (thousands)

Property, plant and equipment $163,985 $151,020 $138,601 $128,767 $121,629
48,640 45,299 41,803 38,477

Less-Accumulated depreciation 52,573
Net Property, Plant and Equipment 3III.41Z 3I02.380 305,302 $ 86,964 3 63,152
Capital expenditures - construction $ 14,144 $ 14,539 $ 10,810 $ 8,072 $ 6,186

Total Assets $142,442 $131.802 $123,957 $130,756 $122,780
(thousands)
Common equity $ 54,042 $ 47,961 $ 44,295 $ 41,1957 $ 39,086
Ereferred stock 3'5,000 3,000 23,000 3134,000 5,000
ong-term debt 9,345 23,525 7,625 082 38,494
Total $96.387 $ V4486 S 75,920 $ 78275 382,580
CAPITALIZATION RATIOS AT YEAR-END (per cent)
Common equity 64 59 53 47
Preferred stock 3 4 4 S 6
Long-term debt 41 32 37 42 47
Total — 100 100 100 100 100

The Company is a wholly-owned subsidiary of Peoples ETergy; therefore, cash dividencs
declared per share and earnings per share are omitted.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
~ FINANCIAC CONDITION

Results of Operations

The Company has experienced significant decreases in gross revenues
during the past few years. The major factors contributing to these decreases
are the direct purchase of gas by some of the Company's customers from
producers and brokers rather than from the Company, and a reduction in the
unit cost of gas. Neither of these factors has a direct effect on net income.
with direct customer purchase of gas, the Company still transports customer-
owned gas to end users and recovers profit margins similar to those from
conventional gas sales. With respect to reduced gas costs, net income is not
directly affected because the Company's tariffs provide for dollar-for-dollar
recovery of gas costs. Because these reduced revenue levels do not directly
affect net income, the discussion below pertains to "ret operating revenues",
which the Company considers a more pertinent measure of operating results than
gross revenues.

Weather variations affect the volumes of gas delivered for heating
and, therefore, can have a significant impact on net income. Net income is
not directly affected by the major operating cost - that of gas purchased -
because this cost is recovered from retail customers through the gas charge
provision in the Company's rate schedule. See Note (1l)g of Notes to
Consolidated Financial Statements.

Since the Company's properties are reported and recovered through
rates at historical costs, the potentially material effect of inflation and
changing prices is not reflected in the financial statements.

Net income applicable to common stock increased by $2.6 million in
1588, primarily due to increased gas deliveries significantly influenced by
weather that was relatively normal compared to very warm weather in the
previous year, and a lower federal income tax rate as a result.of the Tax
Reform Act of 1986. The net income effect of these factors was tempered by a
refund and a rate reduction. See Note (3) of Notes to Consolidated Financial
Statements. The decrease in 1987 was primarily the result of much warmer
weather than in 1986, The effect on income of weather in 1987 was mitigated
by decreased pension expense principally due to the adoption of new accounting
rules under Statement of Financial Accounting Standards No. 87. See Note (4)
of Notes to Consolidated Financial Statements.

A sumary of significant variations in income is presented below,
with explanations following:

Fiscal 1988 Fiscal 1587
__ Over 1987 Over 1986
(Thousands of dollars) Amount X Amount %
Net operating reverues* $2,226 5.3 $(3,820) (8.3)
Operation and maintenance expenses (991) (5.3) (100) (0.5)
Income taxes (156) (2.5) (2,448) (27.9)
Other income 543 92.3 (836) (58.7)
Income deductions 1,056 26.3 (609) (13.2)
Net Income Applicable to Common Stock 2,597 36.2 (1,717) (19.3)

( ) Denotes red figqure.
* Operating revenues net of gas costs and revenue taxes.



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION (Continued)

Results of Operations (Continued)

The primary reasons for the increase in 1588 net operating revenues
were relatively normal weather in 1988 compared to a very warm 1987, and
increased customer demand. The decrease in 1987 resulted mainly from warmer
weather.

In 1988, operation and maintenance expenses decreased mainly due to a
favorable settlement involving advance payments for gas supply exploration.

Income taxes were down slightly in 1988 as a result of the lower
federal income tax rate, which was substantially offset by higher pre-tax
income. The lower tax rate and lower pre-tax income were the main factors for .
the decrease in 1987.

The increase in other income in 1988 was mainly attributable to more
cash available for short-term investments and higher interest rates. The
decrease in 1987 primarily was due to lower interest rates and less cash
available for short-term investments, as well as less interest on amounts
recoverable from customers.

Income deductions increased in 1988, mainly as a result of the
interest expense applicable to the $0 million ten-year First Mortgage Bonds,
10.20% Series I, issued on December 1, 1587,

Liquidity and Capital Resources

The Company has access to outside capital markets and to internal
sources of funds that together should provide sufficient resources to meet
capital requirements. The Company does not anticipate any changes that
materially would alter its current liquidity position.

Due to the seasonal nature of gas sales, a major portion of cash
collections occurs between November and April. Because of timing differences
in the receipt and disbursement of cash, and the level of construction
requirements, the Company may borrow on a short-term basis. Short-term
borrowings are either repaid with cash from operations or refinanced on a
permanent basis with debt or equity, depending on money-market conditions and
capital structure considerations.

The Company issued $20 million ten-year First Mortgage Bonds, 10.20%
Series I, on December 1, 1987. The proceeds were used to retire short-term
debt and for capital expenditures.

Additional bonds are issuable by the Company, upon Illinois Commerce
Commission approval, subject to limitations by certain restrictive provisions
of the open-end mortgages and supplements thereto. These restrictions are not
expected to have an impact on the Company's ability to issue additional debt,
as needed. The Company does not expect to issue any new long-term debt in
fiscal 1989. Short-term cash needs are met through borrowing arrangements
with banks and/or the issuance of commercial paper. See Note (10) of Notes to
Consolidated Financial Statements. The commercial paper of the Company enjoys
the top rating from leading rating agencies.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
L ontinued)

Liguidity and Capital Resources (Continued)

The Company's coverage of fixed charges for fiscal 1988, 1987 and
1986 was 4.20, 4.45, and 4.9, respectively. In addition to the increase in
long-term debt, the effect of weather on income was a significant facteor in
the changes in these ratios. The long-term debt of the Company is rated Aa3
by Moody's Investors Service and AA- by Standard and Poor's Corporation.
There has been no change in either of these ratings since fiscal 1985.

Capital expenditures for additions, replacements, and improvements
to the utility plant were $14.1 million in 1988, $14.5 million in 1987 and
$10.8 million in 1986.. Capital expenditures for fiscal 1989 are estimated
to be $18.1 million.

In December 1987, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards (SFAS) No. 96, "Accounting
for Income Taxes". While earlier application was encouraged, the Company was
not required to adopt the new accounting rules until fiscal 1990. In December
1988, the FASB issued SFAS No. 100, "Accounting for Income Taxes - Deferral of
Effective Date of FASB 96". This statement deferred the effective date of
SFAS No. 96 until fiscal 1991. The impact of SFAS No. 96 on the fimancial
position of the Company is not expected to be significant. See Note (1)i of
Notes to Consolidated Financial Statements.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To North Shore Gas Company:

We have audited the accompanying consolicated balance sheets ana
consolidated capitalization statements of North Shore Gas Company (an Illinois
corporation, hereinafter referred to as the Company and a wholly-owned
subsidiary of Peoples Energy Corporation) and subsidiary companies as of
September 3G, 1986 and 1987, and the related consolicated statements of
income, retainec earnings, and cash flows for each of the three years in the
period ended September 30, 1968. These financial statements are the
reponsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our aucits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of North Shore Gas
Company and subsidiary companies at September 30, 1988 and 1987, and the
results of their operations and their cash flows for each of the three years
in the perioa ended September 30, 1988 in conformity with generally accepted
accounting principles.

As discussed in Note (4) of the Notes to Consolidated Financial
Statements, the method of accounting for pensions was changed in fiscal
year 1587,

Our audits were made for the purpose of forming an opinion on the
basic financial statements taken as a whole. The finmancial statement
schedules listed in Item 14(a)2 are presented for purposes of complying with
the Securities and Exchange Commission's rules and are not part of the basic

financial statements. These financial statement schedules have been subjected
to the auditing procedures applied in the audit of the basic financial

statements and, in our opinion, fairly state in all materia’ respects the

financial data required to be set forth therein in relation to the basic
financial statements taken as a whole.

ARTHUR ANDERSEN & CO.

Chicago, Illinois
November 2, 1988

- 14 -



North Shore Gas Compan '
CONSOLIDATED STATEMENTS 5’-’ INCOME

(Thousands © ars
For fiscal years ended September 30,
1988 1587 1588
OPERATING REVENLES:
Gas sales $117,883 $124,843 $164,807
Transportation of customer-owned gas 4,990 2,523 7
Other 840 792 944
Total Operating Revenues 123,713 128,158 165,758
CPERATING EXPENSES:
Gas costs 71,708 77,616 108,853
Operation 15,468 16,239 16,345
Maintenance 2,239 2,459 2,453
Depreciation 4,808 4,541 4,343
Taxes - Income 6,185 6,341 8,789
- State and local reverue 7,828 8,591 11,094
- Other 1,486 1,461 1,362
Total Operating Expenses 109, 722 117,248 153,279
OPERATING INCOME 13,991 10,910 12,479
OTHER INCOME:
Interest income 927 331 1,234
Allowance for funds used during
construction 114 25 -—
Miscellaneous 90 232 150
Total Other Income I, 131 588 1,424
GROSS INCOME 15,122 11,498 13,903
INCOME DEDUCTIONS:
Interest on long-term debt 4,190 2,962 3,521
Other interest 848 1,032 1,080
Amortization of debt discount and expense 34 21 23
Miscellaneous -— 1 1
Total Income Deductions 5,072 4,018 4,825
NET INCOME 10,050 7,482 9,278
Preferred stock dividends 270 299 378
NET INCOME APPLICABLE TO COMMON STOCK $_5.780 $ 7,183 8,900
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
(Thousands of Dollars)
For fiscal years ended September 30,
1988 1987 1986
BALANCE AT BEGINNING OF YEAR $ 23,204 $ 19,538 $ 16,440
Add - Net Income 10,050 7,482 9,278
Deduct - Dividends on common stock 3,699 3,517 5,802
- Dividends on preferred stock ‘ 270 299 378
BALANCE AT END OF YEAR $ 25,285 $. 23,204 $ 19,538

~The accompanying notes are an integral part of these statements.
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North Shore Gas Company
CONSOLIDATED BALANCE SHEETS

ousands of Dolliars)

PROPERTIES AND OTHER ASSETS
CAPTTAL TAWESTRENTS:

Property, plant and equipment, at original cost
Less - Accumulated depreciation

Gas supply advances and investments
TOTAL CAPITAL INVESTMENTS

CURRENT ASSETS:
Cash
Cash equivalents
Receivables -
Customers, net of allowance for uncollectible
accounts of $646 and $544, respectively
Other
Materials and supplies, at average cost
Gas in storage, at last-in, first-out cost
Gas costs recoverable through rate adjustments
Prepayments
TOTAL CURFRENT ASSETS

DEFERRED CHARGES
TOTAL PROPERTIES AND OTHER ASSETS

CAPITALIZATION AND LIABILITIES
CAPITALIZATION (see accompanying statement)

CURRENT LIABILITIES:
Interim loans
Accounts payable
Dividends payable on common stock
Customer deposits
Sinking fund payments and maturities -
Long-term debt
Accrued taxes
Gas sales revenue refundable
Accrued interest
TOTAL CURFRENT LIABILITIES

RESERVES AND OEFERRED CREDITS:

Deferred income taxes - primarily accelerated depreciation
Investment tax credits being amortized over the average

lives of related property
Other
TOTAL RESERVES AND DEFERRED CREDITS

TOTAL CAPITALIZATION AND LIABILITIES

As of September 30,
— 1988

1987
slg;,ggg 5151,028
48,64

Tz I02.380
432 1,358
111,844 103,738
415 596
2,500 1,000
3,486 4,129
29 39
2,300 1,687
19,686 19,054
135 118
489 598

] H
1,558 843
$142, 442 $131.802
$ 96,387 $ 74,486
- 11,500
7,441 7,203
1,341 -
5,790 5,081
2,100 2,339
1,136 (214)
5,274 9,045
1,067 214
24,149 35,168
16,318 15,758
4,967 5,099
621 1,291
21 ’ 906 22,148
$l42.042  $121.802

( ) Denotes red figure.

The accompanying notes are an integral part of these statemerits.
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North Shore Gas Company

CONSOLIDATED CAPITALIZATION STATEMENTS
(Thousands of Dollars)

As of September 30,

1987

$ 24,757
23,204

47,961

3,000

3,000

6,375
7,250

7, 500

23,525

1588
COMMON STOCKHOLDER'S EQUITY:
Common stock, without par value

Authorized 5,000,000 shares,

Outstanding 3 625 887 shares $ 24,757
Retained eamings (see accompanying statement) 29,285
TOTAL COMMON STOCKHOLDER'S EQUITY 54,042
REDEEMABLE CUMULATIVE PREFERRED STCCK:

Exclusive of sinking fund payments, due within one year

Authorized 190,000 shares, par value $100

9% Series, 30 000 shares outstanding 3,000
TOTAL REDEEMABLE CUMULATIVE PREFERRED STOCK 3,000
LONG-TERM DEBT:
Exclusive of sinking fund payments and maturities,
due within one year
First Mortgage Bonds -
9-1/2X Series E, due February 1, 1995 6,101
8-3/8% Series F, due October 1, 1998 6,944
8-3/8% Series G, due February 15, 1992 -1,800
12% Series H, due September 15, 1995 4,500
10.20% Series I, due October 27, 1997 20,000
TOTAL LONG-TERM DEBT 39,345
TOTAL CAPITALIZATION . $ 96,387

$ 74,486

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

CONSOLIDATED STATEMENTS OF CASH FLOWS

{Thousands of Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net Income

Adjustments to reconcile net income to net cash:
Depreciation

Deferred income taxes and investment tax credits - net

Change in deferred credits - refund to customers
Change in other deferred credits and reserves
Change in deferred charges
Amortization
Change in certain current assets and certain
current liabilities:
Receivables - net
Payables
Gas in storage
Rate adjustments refundable or recoverable
Accrued taxes
Customer deposits
Materials and supplies
Other

Total adjustments
NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures - construction
Other assets
Recovery of advance payments for gas supply

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES:
Retirement of long-term debt
Retirement of preferred stock
Interim 1oans - net
Issuance of long-term debt
Dividends paid on preferred stock
Dividends paid on common stock

NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

For Fiscal Years Ended September 30,

1988 1987 1986

$ 10,050 7,482 § 9,278
4,808 4,541 4,343
585 670 1,277
(678) 678 -
(149) 3 (945)
(715) (61) (50)
136 207 284

652 1,392 10
238 (300) (2,016)
(632) 1,082 (1,180)
(3,788) (896) 1,353
1,351 (1,306) 103
709 262 (355)
(613) (291) (73)
961 (221) (321)
2,865 5,760 2,430
12,915 13,242 11,708
(14,144) (14,539) (10,810)
305 919 130
789 - .
(13,050) (13,620) (10,680)
(4,419) (5,468) (6,662)
. (1,000) (1,000)
(11,500) 11,500 --
20,000 - -
(270) (310) (388)
(2,357) (3,517) __(5,801)
1,454 1,205 (13,851)
1,319 827 (12,823)
1,596 769 13,592

$§ 2915 § 1,59 169

{ ) Denotes red figure,

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

STATEMENT OF MANAGEMENT

These financial statements were prepared by management, which is
responsible for their integrity and objectivity. The statements are in
conformity with generally accepted accounting principles ana, as such,
reflect judgments made by management.

Based upon the Company's accounting ang internal control
systems, along with ongoing internal audit programs, management believes
that the accounting records are reliable for the purpose of preparing
financial statements, and assets are appropriately safeguarded against
loss from unauthorized use.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

a. Principles of Consclidation

All subsidiaries of the Company are included in the consolicated
financial statements. All significant intercompany transactions have
been eliminated in consolidation. Certain items previously reported for
years prior to 1988 have been reclassified to conform with the current-
year presentation.

b. Statement of Cash Flows

In accordance with Statement of Financial Accounting Standarcs
(SFAS) No. 95, "Statement of Cash Flows", a statement of cash flows is
presented in the financial statements for fiscal 1588, replacing the
statement of changes in financial position previously included in the
financial statements. Prior years' data have been restated to conform
to the 1988 presentation in the Consclidated Statements of Cash Flows.

For purposes of the balance sheet and the statement of cash

flows, the Company considers all short-term liquid investments with an
original maturity of three months or less to be cash equivalents.

Interim loans, which are shown "net", represent short-term
borrowings with a maturity of three months or less.

Income taxes paid were $4.2 million, $6.8 million and
$8.3 million in fiscal years 1988, 1587 and 1986, respectively.
Interest paid (excluding capitalized interest) during the same periods
was $3.6 million, $3.5 million and $4.2 million, respectively.

¢. Property, Plant and Equipment
Property, plant and equipment is stated at original cost anc

includes appropriate amounts of payroll taxes, employe-benefit costs,
administrative costs, and an allowance for funds used during

- construction.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(1) SIGNIFICANT ACCOUNTING POLICIES (Continued)
d. Allowance for Funds Used During Construction

The assumed cost of all funds used to finance substantial and
lengthy construction is capitalized as a cost element of Utility Plant,
with an offsetting credit to Other Income. Under established regulatory
practices, the Company is permitted to include in its rates a fair
return on, and the recovery of, these capitalized costs by including
them in rate base and in the provision for depreciation. The effect on
fiscal years 1988 and 1987 net income of the allowance for funds used
during construction is immaterial. There was no allowance for funds
used during construction in fiscal year 1586.

e. Maintenance and Depreciation

The Company charges the cost of maintenance and repairs of
property and minor renewals and improvements of property to maintenance
expense. When depreciable property is retired, its original cost is
charged to the accumulated provision for depreciation.

The provision for depreciation substantially reflects the
systematic amortization of the original cost of depreciable property
over the estimated useful lives on the straight-line method.
Additionally, actual dismantling cost, net of salvage, is included in
the provision for depreciation in the month incurred. The amounts
provided are designed to cover not only losses due to wear and tear that
are not restored by maintenance, but alsc losses due to obsolescence and
inadequacy.

The provision for depreciation, expressed as an amnual percentage
of original cost of depreciable property, approximated 3.5%, 3.6% and
3.7% for fiscal years 1988, 1987 and 1986, respectively.

f. Reverue Recognition

Gas sales reverues for retail customers are recognized on the
basis of monthly cycle billings and are recorded when customers are
billed. Revenues for transportation customers are recorded based on
month-end meter readings.

g. Recovery of Gas Costs

Under the tariffs of the Company, the difference for any fiscal
year between costs recoverable through the Gas Charge and the revenues
billed to customers under the Gas Charge is refunded or recovered over a
12-month billing cycle beginning the following January 1. Consistent
with these tariff provisions, such difference for any month is recorded
either as a current liability or a current asset (with a contra entry to
gas costs), and the fiscal year-end balance is amortized over the
12-month period beginning the following January 1.

-20 -
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

h. Gas in Storage

Storage injections are priced at the fiscal-year average of
demand and commodity costs of natural gas purchased. Withdrawals from
storage are priced on the last-in, first-out (LIFQ) method. The
estimated current replacement cost of gas in inventory, at September 30,
1988, and 1987, exceeded the LIFO cost by approximately $22 million and
$25 million, respectively.

i. Taxes

For federal and Illinois income tax purposes, for periods prior
to January 1, 1981, the Company adopted liberalized methods of computing
depreciation on property additions after December 31, 1953, and the
Asset Depreciation Range (ADR) system on property additions after
December 31, 1970. For periods after December 31, 1980, the Company
utilized the Accelerated Cost Recovery System (ACRS), and the Modified
Accelerated Cost Recovery System (MACRS) on property additions after
December 31, 1986.

Deferred income taxes for the difference between tax
depreciation computed on these methods and straight-line depreciation
are charged to income and credited to accumulated deferred income
taxes. This account is charged when liberalized, ADR, ACRS, or MACRS
tax depreciation becomes less than straight-line depreciation.

Investment tax credits have been deferred and are being
amortized through credits to income over the book lives of related
property. The Tax Reform Act of 1986, signed into law on October 22,
1986, repealed the investment tax credit for property placed in service
after December 31, 1985, subject to certain transition rules.

At September 30, 1988, the cumulative net amount of timing
differences for which deferred income taxes have been over provided is
approximately $.9 million.

The preceding deferred-tax and tax-credit accounting conforms
with regulations of the Illinois Commerce Commission.

In December, 1987, the Financial Accounting Standards Board
(FASB) issued Statement of Financial Accounting Standards (SFAS) No. 96,
"Accounting for Income Taxes". While earlier application was
encouraged, the Company was not reguired to adopt the new accounting
rules until fiscal 1990. In SFAS No. 96, the FASB retained the existing
requirement to record deferred taxes for transactions that are reported
in different years for financial reporting and tax purposes. These
items, referred to as temporary differences in SFAS No. 96, also
included differences between the book and tax bases of assets and
liabilities. While comprehensive interperiod income tax allocation
continues, the methodology and measurement of deferred income taxes
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(1) SIGNIFICANT ACCOUNTING POLICIES (Continued)

i. Taxes (Continued)

have changed. The impact of SFAS No. 96 on the financial position of
the Company is not expected to be significant. In December 1988, the
FASB issued SFAS No. 100, "“Accounting for Income Taxes - Deferral of
Effective Date of FASB 96". This statement deferred the effective date
of SFAS No. 96 until fiscal 1991.

J. Accounting for Pensions

Effective October 1, 1986, the Company adopted the provisions of
SFAS No. 87, "tEmployers' Accounting for Pensions". Pension expense for
fiscal 1987 was $.8 million as compared to $1.3 million for fiscal 1986
mainly due to the implementation of SFAS No. 87. Pension expense for
fiscal 1988 was $.6 million. See Note (4) of Notes to Consolidated
Financial Statements.

k. Suwpliers' Charges for Take-or-Pay Costs

The Illinois Commerce Commission has ordered that the utilities
in the State defer on their books payments of charges to recover
pipeline supplier take-or-pay costs. The charges are billed pursuant to
a policy adopted in Federal Energy Regulatory Commission (FERC) Order
No. S00. See Note (3) of Notes to Consolidated Financial Statements.

1. Illinois Residential Affordable Payment Program (IRAPP)

Under IRAPP, which was implemented in December 1985, the Company
is prohibited from discontinuing gas service to any participating
customer who pays the monthly obligation required by IRAPP (the monthly
obligation). For the period December 1 through April 30, the monthly
obligation is 8 per cent of the customer's income, and for the period
May 1 through November 30 that obligation is the greater of 8 per cent
of the customer's income or the full amount of the customer's current
bill calculated under tariff provisions (the current bill). The
difference between the current bill and the monthly obligation is
referred to as "shortfall."

The Illinois Commerce Commission (Commission) has ruled that
IRAPP participants are not at any time required to pay for the
shortfall. Therefore, accumulated shortfall is excluded from gas sales
and is reflected in deferred credits with a corresponding amount in
deferred charges. Amounts representing shortfall are recognized as gas
sales when recovered from sources other than IRAPP participants (such as
goverrmental assistance programs). At September 30, 1988, the
accumulated shortfall reflected in the deferred account was $100,000.
The Company cannot reasonably determine at this time the future impact
of accumulated shortfall not recovered from sources other than IRAPP
participants.
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

1. Illinois_Residential Affordable Payment Program (IRAPP) (Continued)

The State of Illinois has appropriated $40 million to the
Illinois Cepartment of Commerce and Community Affairs to reimburse
public utilities and other energy venaors for shortfall incurred under
IRAPP or similar percentage of income payment plans. 0On August 3, 1988,
the Commission initiated an investigation to cetermine the amounts of
shortfall incurred under IRAPP through November 30, 1587, by the Company
and other public utilities, for the purpose of determining the amount
properly payable to each utility by the Illinois Department of Commerce
and Community Affairs.

COVENANTS REGARDING RETAINED EARNINGS

The Company's Indenture relating to the First Mortgage Bonds anag
the Stock Purchase Agreements relating to the Cumulative Preferred Stock
contain provisions and covenants restricting the payment of cash
dividends and the purchase or redemption of capital stock. At
September 30, 1988, such restrictions amounted to $4.4 million out of
the Company's total retained earnings of $z9.3 million.

RATES AND REGULATION

, On December 22, 19687, the Illinois Commerce Commission
(Commission) approved a filing made by the Company to make effective in
January 1988, a one-time refund and prospective rate reduction.
Pursuant to the temms of its filing, the Company refunded $1.1 million
via a credit to its customers' accounts on January 7, 1588, and has
reduced rates effective Januar{ 1, 1588, to reflect a reduction in
annual operating revenues (exc uding additional charges for revenue
taxes) of $2.9 million. The rider to the Company's rate schedule that
became effective in March 1987, which provided for recording of deferred
credits relating to the recuction in the maximum federal income tax
rate, has been terminated, except for provisions regarding the refund
described above.

The Company's filing was the result of a dollar settlement
agreement with several parties regarding the Company's rates, without
agreement on the elements of cost of service, cost of common equity, or
overall rate of return.

In April 1988, Natural Gas Pipeline Company of America (Natural)
received permission from the Federal Energy Regulatory Commission (FERC)
to recover from its utility customers, including the Company, by
separate charges, certain of Natural's so-called "past" take-or-pay
costs. These costs arise from the settlement of liabilities uncer
agreements with producers that require Natural to pay for supplies it
contracted for, whether or not it takes and subsequently sells them.
Natural's recovery of these costs was approved pursuant to a policy
adopted by the FERC in Order No. 5CC.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(3) RATES AND REGULATION (Continueg)

(4)

By an Order dated April 27, 1988, the Commission initiated an
investigation into the appropriate recovery by Illinois gas utilities of
take-or-pay charges imposed by pipelines pursuant to Order No. 500, ana
ordered that the utilities defer payments of these costs on their books
pending the resolution of this investigation.

By its Interim Order dated July 20, 1988, the Commission
determined that it is precluded by law from prohibiting jurisdictional
utilities from recovering unavoidable charges paid for pipeline
take-or-pay costs approved by the FERC, pursuant to its Order No. 500
policy. The Commission ordered the scope of this preceeding limited to
two questions: (1) should such charges for take-or-pay costs
appropriately be recovered through the Uniform Gas Charge, and (2) from
which classes of customers should the charges be recovered. The Company
is of the opinion that the costs being investigated in this docket are
gas costs fully recoverable through the Gas Charge.

Natural began billing these charges in May 1988. Such charges
are anticipated to be in effect for a period ending between three to
four years from their inception. The total amount of payments deferred
by the Company in accordance with the Commission Order at September 30,
1988, was $.7 million.

PENSION PLANS AND POST-RETIREMENT BENEFITS

The Company participates in two defined benefit pension plans
covering substantially all employes. These plans provide pension
benefits that generally are based on an employe's length of service,
compensation during the five years preceding retirement, and social
security benefits. The Company makes annual contributions to the plans
based upon actuarial determinations and in consideration of tax
regulations and funding requirements under feceral law.

The Company adopted Statement of Financial Accounting Standards
(SFAS) No. 87, "Employers' Accounting for Pensions", effective
October 1, 1986, which required a change in the actuarial cost method
and certain other actuarial assumptions used in determining pension cost.
These changes had the effect of reducing fiscal 1987 pension costs by
$.4 million compared to the previous method. Net pension cost under
SFAS No. 87 for fiscal 1988 and 1987 includes the following components:

1988 1587

(Millions)
Service cost - benefits earned during year $ 7 $ 7
Interest cost on projected benefit obligations 1.8 1.7
Actual return on plan assets - (4.8)
Net amortization and deferral (1.9) 3.2
Net pension cost Y $ .8

( ) Denotes rea figure.
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

PENSION PLANS AND POST-RETIREMENT BENEFITS (Continued)

The following assumptions were used in the calculation of
pension cost:

1588 1987
Weighted average discount rate 7.4% 6.9%
Long-term rate of return on assets 7.0 6.5
Rate of compensation increase 5.5 5.5

In accordance with the provisions of SFAS No. 87, pension
expense, which was $1.3 million for 1986, has not been restated.

At September 30, 1988 and 1987, the estimated funded status of
the Company's pension plans was as follows:

2

1988 1987
L (Millions)
Actuarial present value of plan benefits:
Vested $15.7 $15.8
Nonvested _ 1.6 1.9
Accumulated benefit obligation 17.3 17.7
Effect of projected future compensation increases 7.0 6.5
Projected benefit obligation 24,3 24.2
Plan assets at market value 27.7 29.1

Plan assets in excess of projected benefit obligation § 3.4* $ 4.9

Comprising:
Effect of changes in assumptions and difference

between actual and estimated experience $2.9 $ 4.4
Unrecognized transition asset 5 .5

$ 3.4 $ 4.9

The projected benefit obligation was determined using weighted
average discount rates of 7.6% and 7.4% as of year-end 1988 and 1987,
respectively, and assumed future compensation increases of S5.5% for both
years. Plan assets consist primarily of marketable equity and fixed
income securities.

In aodition to providing pension benefits, the Company provides
certain health-care and life insurance benefits for retired employes.
Substantially all employes may become eligible for such bemefit coverage
if they reach retirement age while working for the Company. The costs
of providing these benefits are recognized as an expense during the .
period in which the costs are incurred. Such costs during fiscal years
1988, 1987, and 1986 were $216,000, $186,000 and $154,000, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continwued)

(5) TAX MATTERS

Provision for Lncome laxes

For fiscal years ended September 30, 1988 1987 1986
(000Ts)
Current:
Federal $ 4,739 $ 4,876 $ 6,497
State 826 790 1,015
Total current income taxes N 5,666 7,512
Deferred:
Federal
Accelerated depreciation 832 1,138 1,102
Rate refunds 221 (221) -
Other (408) (181) -
State 127 102 162
Total deferred income taxes 772 8 1,264
Investment tax credits - net: _
Federal (239) (248) (21)
State 52 80 34
Total investment tax credits - net — (187) (1€8) 13
Total provision for income taxes 6,150 6,336 8,789
Less - Included in other . income or
operation expense (35) (5) -~
Included in operating expenses as
taxes - income 6,185 4 789

( ) Denotes red figure.
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contirwed)

(5) TAX MATTERS (Continued)

The following is a reconciliation between the computed federal inmcome
tax expense (tax rates of 34 per cent in 1988, 43 per cent in 1987, and 46 per
cent in 1986, times pre-tax income) and the total provision for federal income
tax expenses:

For fiscal years ended
September 30, 1988 1987 1986
Per Cent Per Cent Per Cent
Amount of Pre-tax Amount of Pre-tax Amount of Pre-tax
(000's) Income (000's)  Income (000's) Income

Computed federal
income tax expense $5,166 34,0 $5,524 43.0 $7,754 46.0

Amortization of
investment tax

credit (239)  (1.6) (248)  (1.9) (269)  (1.5)
Out of period items
at different tax rates 233 1.5 53 0.4 - -—

Book depreciation
over depreciation

used in tax provision 42 0.3 73 0.6 75 - 0.5
Other (57) (0.4) (38) (0.3) (2) —
Total provision

for federal

income taxes B 2.8 $£836 48 SL78 45,0

( ) Denotes red figure.

Tax returns for 1980 through 1984 have been audited by the Internal Revenue
Service and tax deficiencies of approximately $1.4 million have been proposed.
Issues are being contested, and the potential impact on net income is not believed
to be material, since the issues consist of income tax provision timing
differences.

Tax returns for 1985 and 1986 are currently under audit by the Internal
Reverue Service.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(6) DEFERRED CHARES
As of September 30,
{000"s)
Debt expense being amortized over the lives of
outstanding issues $ 292 $ 152
Energy Conservation Plan expenses 119 95
Interest on gas sales revernue refundable 184 381
IRAPP shortfall amounts 96 54
Payment of charges for pipeline suppliers®
take-or-pay costs 720 -
Unamortized discount - notes payable - 62
Other 147 99
IWEL 3 843
(7) FREDEEMABLE CUMULATIVE PREFERFED STOCK :
9.0%
Series
Year of issue 1980
Shares outstanding 30,000
Involuntary liquidation preference (000's) $ 3,000
Arnrwal dividends per share $ 5.00
Redemption options:
Currently effective redemption price per share , (a)
Redemption price per share decreases
annually to issue price by (year) (a)
Redemption through certain refunding operations not
permitted prior to (year) 1590
(a) Not currently redeemable at the option of the Company.
(8) COMMON STOCK
No common stock was issued during the fiscal years 1986 through
1988.
(9) SINKING FUND REQUIFEMENTS

There are no sinking fund requirements for the preferred stock
outstanding at September 30, 1988. The preferred stock outstanding at
September 30, 1988 is required to be redeemed in its entirety, $3.0
million, on its redemption date of October 1, 1990.

Sinking fund requirements and maturities of long-term debt
outstanding at September 30, 1988, for fiscal years 1989 through 1993
are $2.1 million for 1989, $2.3 million for 1990, $2.5 million for 1991,
$2.6 million for 1992 and $0.5 million for 1993.
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SHORT-TERM BORROWING AND COMPENSATING BALANCES

Short-temm cash needs of the Company are met through bank loans
and/or the issuance of commercial paper. The outstanding total amount
of these borrowings cannot at any time exceed total bank credit then in
effect.

Ouring fiscal 1988, Peoples Gas maintainea $63 million in bank
credit through an irrevocable revolving credit agreement. This amount
has been secured for fiscal 1989 and 1990. The Company may borrow up to
$15 million.

Payment for the revolving credit agreement with the banks is
through compensating balances and/or fees. There are no legal
restrictions on withdrawal of compensating balances.

For additional information on short-term borrowings, see
Schedule IX.

CAPITAL COMMITMENTS

Total contract and purchase order commitments of the Company at
September 30, 1988, amounted to approximately $3.3 million.

ASSETS SUBJECT TO LIEN

The Indenture of Mortgage, dated April 1, 1955, as supplemented,
securing the First Mortgage Bonds issued by the Company, constitutes a
direct, first-mortgage lien on substantially all property owned by the
Company

EXPLORATION SUBSIDIARY

North Shore Exploration Company, a wholly-owned subsidiary of
the Company, was formed in 1973 to engage, directly or indirectly, in
lease-acquisition, exploration and development programs. The subsioiary
has made investments totaling $4.1 million and through September 30,
1588, has amortized $3.7 million. The Company is allowed by the
Illinois Commerce Commission to include such investments in its rate
base and treat any profits or losses as utility transactions.

Currently, the exploration company owns small interests in the
net profits of leased hydrocarbon-producing offshore blocks through six
separate agreements. The exploration caompany receives monthly
distributions of its portion of net profits. In fiscal 1988, these cash
distributions totaled $.5 million. Amortization of the investment for
this same period totaled $.1 million. No other business activity
occurred during the fiscal year. The last investment in this venture
was made in fiscal 1975, and no additional investments are anticipated.
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North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(14) LEGAL PROCEEDINGS

There are no material legal proceedings pending to which the
Company 1s a party.

(15) SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

Net Income
Operating Operating Aoplicable to
Revenues Income Common Stock
S
First Quarter
1988 $ 32,767 $ 4,176 $ 2,993
1987 37,092 3,575 2,411
Second Quarter
1988 57,941 8,383 7,161
1987 54,782 6,379 5,358
Third Quarter
1988 23,163 2,165 1,272
1987 - 25,326 1,662 888
Fourth Quarter
1988 9,842 (733) (1,646)
1587 10,958 (7086) (1,474)
Fiscal Year ’
1988 123,713 13,991 . 9,780
1987 128,158 10,910 7,183

( ) Denotes red figure.

(16) EVENT SUBSEQUENT TO DATE OF FINANCIAL STATEMENTS

Reference is made to Note (3), "Rates and Regulations®, of Notes
to Consolidated Financial Statements.

On November 22, 1988, the Illinois Commerce Commission
(Commission), issued an Order allowing state gas utilities, including
the Company, to recover direct charges billed by pipeline suppliers for
take-or-pay costs through the Uniform Gas Charge. The Commission further
ruled that these charges may be recovered from all classes of customers.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.
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PART 11

ITEM 10. ODOIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

IDENTIFICATION OF DIRECTORS

Name, Principal Occupation Age at
and Other Directorships 12-07-88

Company
Directorship
Since

J. Bruce Hasch 50
Executive Vice President of the Company,
Peoples Energy and Peoples Gas;
Director of Peoples Ernergy and Peoples Gas.

James Hinchliff 48
vVice President and General Counsel
of the Company, Peoples Energy and
Peoples Gas; Director of Peoples Gas.

Donald G. Holm 3
Vice President, Secretary and Treasurer
of the Company and Peoples Gas; Vice President,
Controller, Secretary and Treasurer of Peoples
Energy; Director of Peoples Gas.

Michael S. Reeves 53
Executive Vice President of the Company,
Peaples Energy and Peoples Gas;
Director of Peoples Gas.

Richard E. Terry 51
President and Chief Operating Officer of
the Company, Peoples Energy and Peoples Gas;
DOirector of Peoples Energy and Peoples Gas.

Eugene A, Tracy 60
Chairman of the Board and Chief Executive
Officer of the Company, Peoples Energy
and Peoples Gas; Director of LaSalle
National Bank.

-3 -
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-1TEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

IDENTIFICATION OF EXECUTIVE OFFICERS

Patrick J. Doyle
J. Bruce Hasch
James Hinchliff

Donald G. Holm

John A. Lawrisuk
John F. Mooney

Michael S. Reeves
Richard E. Terry

Eugene A, Tracy

(Continued)
Position at Age at Position
December 7, 1988 12-07-88 Held Since
Vice President 51 1985
Executive Vice President 50 1985
Vice President and 48 1984
Gerneral Counsel
Vice President,
Secretary and Treasurer 61 1981
Vice President 60 1981
Vice President 5S4 1987
Executive Vice President 53 1987
President and Chief
Operating Officer 51 1987
Chairman of the Board 60 1981

and Chief Executive
Officer

Directors and executive officers of the Company were élected to serve
for a term of one year or until their successors are duly elected and

qualified.

There are no family relationships between directors and executive

officers of the Company.

All of the directors and executive officers of the Company have been
continuously employed by the Company and/or its affiliates in various
capacities for at least 10 years.
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ITEM 11. EXECUTIVE COMPENSATION

The executive officers of the Company serve both the Company and its
affiliate Peoples Gas. Remuneration is paid by Peoples Gas with appropriate
amounts billed to the Company for the time such officers serve North Shore.
The Company was billed $309,293 for the services of these officers during
fiscal 1988, including approximately $67,000 for the services of Mr. Tracy.
No other executive officer's cash remuneration for service to North Shore
exceeded $60,000. Information regarding executive compensation paid by
Peoples Gas and its affiliates to Peoples Gas officers is set forth in the
Annual Report of Peoples Gas on Form 10-K for the fiscal year ended
September 30, 1988.

Compensation of Directors

All directors of the Company were officers of the Company who
received no compensation for serving as directors.

ITEM 12, SECURLTY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

As of November 30, 1988, voting securities of the Company were
beneficially owned as follows:
Number of Per Cent of
Name and Address Shares Owned Class

Common Stock without par value

Peoples Energy Corporation 2.625,887 J00%
122 South Michigan Averue .
Chicago, Illinois 60603

Redeemable Cumulative Preferred Stock, $100 Par Value

GMAC Commercial Corporation 30,000 200%
General Motors Building

3044 wWest Grand Boulevard

Detroit, Michigan 48202

SECURLTY OWNERSHIP OF MANAGEMENT

No equity securities of the Company are beneficially owned directly or
indirectly by any director or officer of the Company.

Information regarding Common Stock, without par value, of Peoples Energy
beneficially owned directly or indirectly by directors and executive officers
of the Company is set forth in the Anrxal Report of Peoples Gas om Form 10-K
for the fiscal year ended September 30, 1988,

CHANGES IN CONTROL

Nore.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

None.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
Page
(a) 1. Financial Statements: °
See Part I1I, Item 8. 13
2. Fimancial Statement Schedules:
Schedule
Number
v Property, Plant and Equipment at Original Cost 35
vl Accumulated Provision for Depreciation of
Property, Plant and Equipment _ 37
VII1 valuation and Qualifying Accounts 38
IX Short-Term Borrowings 40
X Supplementary Income Statement Information 41
3. Exhibits:

See Exhibit Index on page 43.

(b) Reports on Form 8-K filed during the final quarter of fiscal year 1988:

None.
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North Shore Gas Company and Subsidiary Companies Schedule V
Page 1 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST
(000°s)
Column A Column 8 Column C Column D Column € Colymn F
Balance Transfers Balance
at beginning Additions between at end of
Classification of period at cost Retirements accounts period
Figcal Year Ended September 30, 1988
Public utility facilities:
Gas plant in service -
Production plaat $ 3,850 $ 133 17 $ - $ 3,96
Storage plant 7,484 -- .- . 7,484
Distribution plant 129,910 8,21 685 -- 137,436
General plant 7,980 B89 an -- 8,392
Construction work in progress 1,07} 4,9 .- - 5,982
Gas stored underground - noncurrent 725 .= -= == 725
Total public utflity facilities 151,020 14,144 1,179 -- 163,985
Nonutility property -- .- -- - .-
Total property, plant and equipment, at .
original cost 2151020 114,04 L LI § - 1163983
Fiscal Year Ended Septesber 30, 1987
Public utility facilities:
Gas plant in service -
Production plant $ 3,843 $ 18 $ 1 $ (0) $ 3,850
Storage plant 71.2N 213 -- - 7,484
Oistribution plant 116,828 13,547 666 201 129,910
General plant 7,936 1,057 812 (b) (201) 7,980
Construction work in progress 1,392 (321) -- -- ,0Nn
Gas stored underground - noncurrent 701 24 -- - 125
Total public utility facilities 137,91 14,538 1,479 (10) (c) 151,020
Nonutility property 630 -- 640 10 --
Total property, plant and equipment, at
original cost $128,601 314,538 § 2,119 (a) p S 1151,020
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North Shore Gas Company and Subs {diary Companies Schedule V

Page 2 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST .
(000°s)
Column A Colymn 8 Column C Colum O Colum E Column F
Balance Transfers Balance
at beginning Additions between at end of
Classification of period at cost Ret{rements accounts period
Fiscal Year Ended Septesmber 30, 1986
Public utility factilities:
Gas plant ia service - _
Production plant $ 3,798 $ 45 $ -- $ -- $ 3,803
Storage plant : 6,793 478 - - 7,21
Distribution plant 108,633 8,922 727 - 116,828
General plant 7,087 1,098 249 - 7,936
Construction work in progress 1,178 214 - .- 1,392
Gas stored underground - noncurrent . 648 53 - - 701
Total public utility facilities 128,137 10,810 976 -- * 137,9N
Nonutility property 630 ’ -- -~ -- 630

Total property, plant and equipment, at

original cost 1120,767 410,810 2 _6() §___-- 4136.601

( ) Denotes red figure.

Notes: (a) Represents: 1988 1987 1986

Retirements charged to accumulated provision for depreciation Schedule (V1) $1.179 $1,4729 $976
Cost of land retired at Peterson Road -- 640 -

72 RKap 196

{b) Includes $261,000 applicable to a change in mintmm capitalization from §250 to $500.

{c) Represents the transfer of Peterson Road land to Monutility property.
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North Shor idiwr 1

ACCUMLATED PROVISION FOR DEPRECIATION OF PROPERTY, PLANT AND EQUIPMENT

(000°s)
Colym A_ ~olemp — - SColymeC Colum O
Additions charged to Peduct retiremeats
Salance _costs n¢ expenses (o) Retirement Stores and
at beglaning Depraciation Clearing of preperty Cost of wiscel laneous
—Degcription Al oaried qupense Jccounty At cost dismantling {salvaqe)
Fiscal Ye t 988
Public utility facilities:
Gas plant in service -
Production plant $ 2,26 $ 12 $-- $ » $-- $ -~
Storage plant t,088 2% - -- -- --
Distributien plant 49,63 4,253 -~ 04 . 8 ()
Genera) plant .88 177 402 477 -3 (87)
Total accumulation provision
for depreciation 10840 Mo e s L1086 Aeg)
Fiscal Yoor Ended Septesber 30, 1987
Public utility Facilities:
Gas plant ia service -
Production plast $ 2,132 $ 10 $-- $ 1 $-- $--
Storage plant 1,005 253 -- - .- --
Distribution plant 38,487 3,9 - 66 198 (2)
General plant 2,818 228 ] 812 (») - {23)
Total accumulation provision
for depreciation Mazn FTRIY L0 AL412 x sus)
Fiscal ¥ E t k)
Public utility facilities:
Gas plant in service -
Production plant $ 2,002 $ o $-- $-- $-- $--
Storage plant 1,562 20 - - - -
Distridbution plant 35,71 3,744 - 127 2N ()
General plant 2,50 226 ) T 20 O } ) {29)
Tota) accumulation provision
for depreciation HLa0 A 113 s 1} 00

{ ) Denotes red figure.

Notes: {(a) See Mote {1)e of dNotes to Consolidated Financial Statements
with respect to the basis for the provision for depreciation.

(b) lncludes §261,000 applicable to a change in minimum capitalization

from §250 to §500.
(c) Represents the following:
1987
Accumulated provision for depreciation
applicable to property acquired 2
Proceeds from sale of property il

-
-

Schedule VI

Co F

Balance
at end of

period

$ 2,38
2,3
45,023

2,8

E

$ 2,260
2,058
41,63

2,685

$ 2,32

38,407

2,815




North Shore Gas Company and Subsidisry Companies
VALUATION AND QUALIFVING ACCOUNTS

(000's)
Colum A Column B Column C
Additions
Charged
Balance to costs
at beginning and
Degcription of period expenses

For Fiscal Year Ended September 30, 1988

RESERVES (deducted from assets in balance sheet):
Uncollectible items 3 544 3 84

RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:

Injuries and damages $ - $ 162
Pensions 24 2
Possible refund to customers 678 433
IRAPP shortfall amounts (a) 54 46
Other $35 685

Total 291 1,028

For Fiscal Year Ended September 30, 1987

RESERVES (deducted from assets in balance sheet):
Uncollectible items 3 638 .90

RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:

Injuries and damages $ -- $ 2
Pensions 26 2
Possible refund to customers -- 678
IRAPP shortfall amounts (a) (5) 157
Other 607 1,324
Total ; 628 $2,233

- 38 -

Column D

Deduct ions

Charges for the
purpose for which the
reserves or deferred
credits were created

$ 162

1,10
104
718

Schedule VIl
Page 1 of 2

Column E

£

Balance
at end of

period

E
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North Shore 6as Company and Subsidiary Companies

VALUATION AND 1FVING ACCOUNTS

(000°s)
Colymn A Colum 8 Coluwn €
Additions
Charges
Balance to costs
at beginning and
Description : of period expenses
For Fisca) ¥ En tesber 30, 1986
RESERVES (deducted from assets in balance sheet):
Uncollectible 1tems . . 4 1 § 99
RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:
Injuries and damages $ -- $ 227
Pensions 29 3
IRAPP shortfall amounts (a) - -
Other 739 544
Tota} 3 268 $ 14

( ) Denotes red figure.

Column D

Deduct ions

Charges for the
purpose for which the
reserves or deferred
credits were created

$ 227

676

!

(a) See Note (1)1 of Motes to Consolidated Financial Statements.

Schedule VII1
Paqe 2of 2

Column £

Balance
at end of

per iod

26
(s)

E k



Schedule IX
North Shore Gas Company and Subsidiary Companies
SHORT-TERM BORROWINGS
(000's)
Colum A Colum B Colum C Column D Columh E (a) Colum F (b)
Weighted Maximum Amount Average Amount  Weighted Average
Category of Aggregate Balance at Average Outstanding Outstanding Interest Rate

Short-Term Borrowings

Commercial Paper

Commercial Paper

End of Period Interest Rate During the Period During the Period

Buring the Period

Fiscal Year Ended September 30, 1988

‘ -— - $13,5(l) & pun

Fiscal Year Ended September 30, 1987

$11,500 7.28% $11,500 $1,726

(a) Computed by multiplying the amounts outstanding by the days outstanding and

(b)

dividing the results by the number of days used in accordance with the loan
agreement .

Computed by dividing the applicable interest expense by the average amount
outstanding during the period.

There were no short-term borrowings in fiscal 1986.

- 40 -
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

NORTH SHORE GAS COMPANY

Date: Oecember 23, 1388 By: E. A, TRACY
E. A, Tracy
Chairman of the Board and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of the
registrant and in the capacities indicated on December 23, 1988.

E. A, TRACY Chairman of the Board and Chief Executive
E. A. Tracy Officer and Director
(Principal Executive Officer)

D. G, HOWM Vice President, Secretary and
D. G. Holm Treasurer and Oirector
. (Principal Financial and
Accounting Officer)

J. B, HASCH Director
J. B. Hasch
JAMES HINCHLIFF Director

James HInchlif?

MICHAEL S. REEVES Director
Michael 5. Reeves
RICHARD E. TERRY Director

Richard t. Terry
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Schedule X

North Shore Gas Company and Subsidiary Companies
SUPPLEMENTARY INCOME STATEMENT INFORMATION

Maintenance, depreciation, royalties, advertising costs and research
and development costs, other than those specifically disclosed in the
Consolidated Statements of Income, are rmot significant.

Singificant taxes, other than taxes on income, including those
charged to clearing and other accounts, are summarized as follows:

Fiscal Years Ended September 30, .

~(0007sy
Real estate, invested capital, persomal
property, state capital stock and state
franchise $ 1,008 $ 945 $ 927
Illinois public utility 5,098 5,322 6,800
Municipal public utility 2,633 ‘ 3,176 4,173
Social security 649 712 éla
Other 314 308 311
Total $3. 72  $10.463  $12.820
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(a)

(b)

Exhibit
Number

3-c

4-a

North Shore Gas Company and Subsidiary Companies

EXHIBIT INDEX

The exhibits listed below are filed herewith and made a part thereof:

Exhibit Number Description of Document Page Number
3-a Amendment to the By-Laws of the 44

Registrant, dated March 31, 1988.

3-b By-Laws, as last amended, dated 45
March 31, 1588.

Exhibits listed below have been filed heretofore with the Securities
and Exchange Commission pursuant to the Securities Act of 1933, as
amended, and/or the Securities Exchange Act of 1934, as amended, and
are incorporated herein by reference. The file number and exhibit
number of each such exhibit are stated in the description of such
exhibits.

Description of Document

Articles of Incorporation of the Registrant as amended on
April 13, 1987 (Registrant Form 10-K for fiscal year ended
September 30, 1987, Exhibit 3-b).

Indenture, dated as of April 1, 1955, from the Company to
Continental Illinois National Bank and Trust Company of Chicago
as Trustee; Third Supplemental Indenture, dated as of
December 20, 1963 (North Shore-File No. 2-35965, Exhibit 4-1);
Fifth Supplemental Indenture, dated as of February 1, 1570
(File No. 2-35965, Exhibit 4-2); Sixth Supplemental Indenture,
dated as of October 1, 1973 (Form 10-K for the fiscal year ended
September 30, 1980, Exhibit 4-3); Seventh Supplemental
Indenture, dated as of February 15, 1977 (Form 10-K for the
fiscal year ended September 30, 1980, Exhibit 4-4); Eighth
Supplemental Indenture, dated as of September 15, 1980 (Form
10-K for the fiscal year ended September 30, 1980, Exhibit 4-5);
and Ninth Supplement Indenture, dated as of December 1, 1987
(Form 10-K for the fiscal year ended September 30, 1587,

Exhibit 4).
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended September 30, 1987 Commission File Number 2-35965

NORTH SHORE GAS COMPANY

(Exact name of registrant as specified in its charter)

ilinols 36-1558720
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incorporation or organization) |dentification No.)
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North Shore Gas Company

ANNUAL REPORT ON FORM 10-K

FISCAL YEAR ENDED SEPTEMBER 30, 1987

PART I

ITEM 1. BUSINESS

GENERAL

North Shore Gas Company (Company) is an operating public utility
engaged primarily in the purchase, storage, distribution, sale and
transportation of natural gas at retail to more than 106,000 residential,
commercial and industrial customers within its service area of approximately
275 square miles, located in northeastern Illinois. It serves 56 communities
and adjacent areas, including those situated along Lake Michigan from
winnetka, Illinois to the Illinois-Wisconsin state lime. This area, with an
estimated population of 354,000, contains residential concentrations and a
diversity of industrial and commercial establishments, as well as some farm
lands. The Company had 237 employes at September 30, 1987.

The Company holds certificates of nublic convenience and mecessity
issued by the Illinois Commerce Commission (Commission) for the conduct by the
Company of its operations in the territory which it serves. It holds a
license agreement from Lake County, Illinois, and, with minor exceptions,
franchises from all of the incorporated cities and villages in its service
territory. The franchises are of various terms and expiration dates, and are
generally subject to various other conditions, restrictions or limitations not
deemed materially burdensome, .

At September 30, 1987, the common stock of the Company ancd of its
affiliate, The Peoples Gas Light and Coke Company (Peoples Gas), was
wholly-owned by Peoples Erergy Corporation (Peoples Fnergy).

COMPETITION

Competition in varying decgrees exists between natural acas and cther
fuels or forms of energy available to consumers in the Company's service
area. Natural ocas prices declined during the last year enabling gas to
maintain a lower price than competing energies, except for certain fuel oils
usable on a large volume basis by a small number of customers with dual-fuel
capability. Overall, natural gas prices in the Company's service area
compared very favarably on a natiormal basis. The possibility of new or
improved sources or uses of energy, limitations on future gas supply, changes
in relative prices of competing fuels and energy, changes in envirormental
controls, increased use of transportation and other factors could, in the
future, affect the Company's business. See "Federal Legislaticn and
Regulation”. : :



ITEM 1. BUSINESS (Continued)

SALES AND RATES

The Company sells natural gas having an average heating value of
approximately 1,000 British thermal units (Btu's) per cubic foot.* Sales are
made and service rendered by the Company pursuant to a rate schedule on file
with the Commission containing various service classifications largely
reflecting customers' different uses and size of consumption. Monthly
adjustments to the Gas (harge under the Company's rate schedule provide for
the pass-through of increases or decreases in matural cas supplier rates,
purchased storage service costs, transportation charges, liquefied petroleum
gas costs and purchases of synthetic nmatural gas (SNG). In addition, under
the tariffs of the Company, the difference for any fiscal year between costs
recoverable through the Gas Charge and the revenues billed to customers under
the Gas Charge is refunded or recovered over a l2-month billing cycle
beginning the following January 1. Consistent with these tariff provisions,
such difference for any month is recarded either as a current liability or a
current asset (with a contra entry to gas costs), and the fiscal year-end
balance is amortized over the 12-month period beginning the following
Jaruary 1.

The basic marketing plan of the Company is to seek expansion in all
of its market areas.

STATE LEGIS ATION AND REGULATION

The Company is subject to the jurisdiction of and regulation by the
Commission, which has general supervisory and requlatory powers over
practicallv all phases of the public utility busimess in Tllinois, including
rates and charges, issuance of securities, services and facilities, systems of
accounts, investments, safety standards, transactions with affiliatecd
interests, as defined in the Illinois Public Utilities Act, and other matters.

Under the Illinois Residential Affordable Payment Program (IRAFP),
the Company is prohibited from discontinuing gas service to any participating
customer who pays the monthly obligation required by IRAPP. See Note (1)i of
Notes to Consolidated Finmancial Statements.

The Company filed with the Commission a new rider to its rate
schedule which became effective March 1, 1987, to provide for recording
deferred credits relating to the reduction in the maximum federal income tax
rate under the Tax Reform Act of 1986. See Note (3) and Note (17) of Notes to
Consolidated Financial Statements.

The Commission has adopted the federal safety standards established
under the Natural Gas Pipeline Safety Act of 1968 and is enforcing such
standards with respect to the Company. The Company has a continuing program
of inspection designed to keep all of its facilities in compliance with
pipeline safety and pollution control requirements. The Company has made a
complete inspection of all of its operational facilities and to the best of
its knowledge is in substantial compliance with all pipeline safety and
pollution control requirements.

* AL volumes of natural gas set forth In this report are stated on a 1,000
Btu (per cupic foot) billing basis.
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ITEM 1. BUSINESS (Continued)

FEDERAL LEGISLATION AND REGULATION

By Order entered on December 6, 1968 (Holding Company Act Release No.
16233), the Securities and Exchance Commission (SEC), pursuant to Section
3(3) (1) of the Public Utility Holding Company Act of 1935 (Act) exempted
Peoples Energy and its subsiciary companies as such (including the Company)
from the provisions of the Act other than Section 9(a)(2) thereof.

The Natural Gas Policy Act (NGPA), a maifor part of the National Energy
Act enacted in 1978, instituted important changes in the laws affecting the
natural gas industry. The NGPA (1) established ceiling prices at the wellhead
for both interstate and previously unrequlated intrastate gas, (2) cderegulated
the wellhead price of certain "high-cost"” gas as of November 1, 1979, (3)
deregulated the wellhead price of a major portion of the nation's cas supplies
as of January 1, 1985, and (4) deregulated the wellhead prices of gas in other
categories in 1987. No material financial impact has resulted for the Company
from NGPA derequlation provisions.

In late 1985, and early 1986, the FERC issued Order Nos. 43€ and 43€-A4
through E which, among other things, offered pipelines an option to transport
gas on an "open-access" nondiscriminatory basis for all shippers under
expedited reaulatory procedures. Pipelines that elected this option were
required, as a condition thereto, to allow firm sales customers to reduce their
gas purchase demand volumes under firm sales contracts or convert such purchase
demanc volumes to firm transportation service by up to 100 per cent over a °
five-year period following the pipeline's election.

In Jure 1987, the D.C. Circuit Court of Appeals determined that the
436 series of orders should be vacated and remanced to the FERC for further
consideration. Early in August, a number of parties requested rehearing of the
Court's decision. Meanwhile, in response to the Court's decision, the FERC in
August issued Orcder No. 500 which readopts on an interim basis the reoulatiors
promulgated by Order No. 436 with certain modifications intended to address the
Court's concerns. Order No. 500 also establishes procecures for puhlic comment
and issuance of a final rule on remanded issues. The principal modifications
to the Order No. 436 regulations adopted in Order No. SO0 are: (1) a
requirement that producers grant take-ar-pay credits to pipelines transportina
their gas; (2) a policy as to the acceptable mechanism for the passthrouch to
pipeline customers of take-ar-pay buyout and buydown costs; (3) principles upon
which pipelines may charge customers for the cost of holding gas supplies to
serve them; and (4) elimination of the pipeline customer's option to reduce
contract demand. Order No. 500 has been appealed to the Courts.

A number of the customers of the Company are substituting
customer-owned gas for gas purchases from the Company, utilizing the
availability of pipeline transportation as well as the Company's own
transportation services. Under existing rates, the Company will experience no
loss of distribution margin due to customer shifts from gas service to
transportation service. The Company has utilized the increased availability of
transportation to make purchases in the competitive spot market, thereby
reducing the average cost of gas that must be recovered from customers.



ITEM 1. BUWSINESS (Continued)

FEDERAL LEGISLATION AND REGULATION (Continued)

Despite the access to spot market supplies afforced by open-access
transportation, the Company is concerned because it is not known how the
changing use of pipeline services under the new open-access rules will affect
the security and reliability of long-term supplies from pipelines for
distributors.

A pipeline may seek to provide transportation service directly to
end-users. Such direct service by a pipelire to an end-user would bypass the
local distributor's service and reduce its earnings. However, no such service
has yet been proposed under this new rule for any customers of the Company.

In December 1986, the FERC voted to deny rehearing of Order No. 451,
which raised the ceiling prices permitted to be paid for all categories of
"old" gas, still regulated under the NGPA, to that of the highest-priced old
gas category. The order also established a "good faith negotiation™ procedure
by which producers of such gas may seek increased prices up to the new '
ceiling. A portion of contracted gas reserves of the pipeline supplier for
the Company is subject to this rule. At this time, the Company camnot
determine the ultimate impact on customers gas bills of Order No. 451, which
is under appeal to the Federal courts.

On August 5, 1987, Natural Gas Pipelime of America (Natural), the
sole pipeline supplier of the Company, filed an application seeking FERC
authority to abandon 20 per cent of its firm contract sales obligation to the
Company and all of Natural's utility customers. Natural proposes to replace
the abandoned portion of its sales obligation with an egual amount of firm
transportation capacity. Approval of the plan by the FERC would effectively
make Natural's utility customers responsible for arranging far commitments
from other suppliers of up to one-fifth of the supplies they can now elect to
buy on a firmm daily basis from Natural. Based on informatioh available to it
at this time, the Company is opposed to Natural's application. Because the
proceedings related to Natural's filing are in their initial phase, the
potential effect on the Company camnot be determined at this time.

On September 15, 1987, Natural filed with the FERC revised tariff
sheets instituting an inventary holding charge for the alleged purpose of
recovering the costs of maintaining a gas supply inventory to meet the peak
day, monthly and amnual service levels of its OMQ-1 and G-1 customers. The
Company is opposed to Natural's filing because the proposed charge is
excessive and does not comply with the recuirements of Order No. 500. The
FERC suspended the filing for the maximum period permitted by.law, until April
1, 1988, and has ordered an expedited procedural schedule which will enable it
to make a final decision, after hearing, by the April 1 date.



ITEM 1. BUSINESS (Contirued)

GAS SUPPLY ADVANCES AND INVESTMENTS

Dwring the natural gas shortage of the 1970's, the Compoany undertook
several programs to augment its gas supply. From 1971 through 1981, the
Company, with Commission approval, made advance payments through a pipeline
supplier and equity investments in gas and oil exploration and development
ventures. At September 30, 1987, $]1.3 million in advances and equity
investments remain outstanding. The Company is allowed by the Commission to
include such advances and investments in the rate base and treat any profits
or losses as utility transactions. See Note (13) of Notes to Consolidatec
Financial Statements for information on the Company's exploration subsidiary.

CURRENT GAS SUPRLY

The following tabulation shows the expected peak-day availability of
gas in thousand cubic feet (Mcf) during the 1987-88 heating season:

Peak-Day Year of
Availability Contract
(Mcf) Expiration
Source
Flow Gas
Natmal.'...l.. ....... ® & & 5 0 66 3 2858 00080 H e lﬁ,yl 1%0 (a)
COMPANY (LP) it eeeeeoserescnnnsnsnsennanans 60,000
I§5,37I
Starage Gas .
Natural................................... 97’15 (b) 1990-1995 (a)
Peoples Gas (Manlove).....ceeeeeeenconnacns 59,000 (c) 1990
156,153
Total expected peak-day availability.... 351,524 (d)

(a) Natural Gas Pipelime Company of America (Natural) may not terminate service
at the expiration of service agreements without receiving prior
autharization from the FERC.

(b) The Company has storace service withdrawals available from Natural of (1)
53,029 Mcf per day subject to maximum seasonal withdrawal of 30 times the
maximum daily withdrawal under a service agreement extending to 1990, (?)
6,657 Mcf per day under a service agreement extending to 1992, () 4,055 Mcf
per day in the peak month, which is Jaruary, under a service agreement
extending to 1991, (4) 3,412 Mcf per day under a service agreement extending
to 1995, and (5) 30,000 Mcf per day under a service agreement expiring in
1990. )

(c) The Company has a gas storage aqreement with Peoples Ras which provides a
maximum withdrawal of 59,000 Mcf of storace service per day. The agreement
also makes available "nreedle peaking™ capacity at the discretion of Peoples
Gas.

(d) See discussion of Order No. 436 and Order No. 500 under "Federal Legislation
and Regulation”.



ITEM 1.

BUSINESS (Continued)

CURRENT GAS SUPPLY (Continued)

The Company's sources of gas supply (including gas transported for

customers) in million cubic feet (MMcf) for the three fiscal years ended
September 30, 1987, 1986 and 1985 are as follows:

1987 1986 1985

Source:
Natural (a) : 11,330 21,625 31,802
Other Suppliers (a) 15,470 918 -
Peoples Gas - SNG (b) -— 276 84l
- Other -— 944 -
Liguefied Petroleum Gas Produced 5 3 18
Customer Owned Gas - Received 4,390 17 -
Underground Storage - Net 255 (559) (207)
Company Use, Franchise Requirements
and Unaccounted for Gas (287), _ (148) (432)
Total (c) 1,163 33,076 22,022

(a) The Company began making significant purchases of supplies in the

(b)

(c)

competitive spot market in fiscal 1987, substituting these supplies for
mare expensive pipeline supplies. Such purchases are made on a
month-to-month basis where they produce a significant savings in @as
costs. See discussion of Order No. 43€ and Order No. SO0 under "Federal
Legislation and Regulation®.

Narth Share's service agreement with Peoples Gas which provided for the
purchase of 10 per cent of the production of Peoples Gas' SNG plant,
expired in fiscal 198F and was not renewed.

The variation in total supply from year-to-year is due primarily to
weather.



ITEM 2. PROPERTIES

All of the principal plants and properties of the Company have been
maintained in the ardinary course of business and are believed to be in
satisfactory operating condition. The following is a brief description of the
principal plants and operating units of the Company.

The distribution system of the Company, as of September 30, 1987,
consisted of 1,736 miles of distribution mains and necessary pressure
requlators, approximately 99,000 services (pipe connecting the mains with
piping on the customers' premises) and approximately 110,000 meters installed
on customers' premises. The Company has liouefied petroleum acasification and
storage facilities. It also owns and has a substantial investment in office
and service buildings, garages, repair shops and motor vehicles, tooether with
the equipment, tools and fixtures necessary to conduct its business.

Most of the principal plants and properties of the Company, other
than mains, services, meters, regulators and cushion gas in underground
storage, are located on property owned in fee. Substantially all gas maims
are installed in public streets, alleys and highways, or under property owned
by others under grants of easements. Meters and house reaulators in use and a
portion of services are located on premises being served.

Substantially all of the physical properties now owned or hereafter
acquired by the Company are subject to (a) the direct, first mortgace lien of
the Company's Mortgage to the Continental Illinois National Bank and Trust
Company of Chicago, Trustee, to secure the principal amount of the Company's
outstanding First Mortgage Bonds and (b) in certain cases, other exceptions
and defects which do not interfere with the use of the property.

ITEM 3. LEGAL PROCEEDINGS

There are no material legal proceedings pending to which the Company
is a party.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECQURITY HOLDERS

None .



PART TII

ITEM 5. MARKET FOR THE COMPANY'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

The Company is a wholly-owned subsidiary of Peoples Energy.

ITEM 6. SELECTED FINANCIAL DATA

Far fiscal years ended September 30, 1087

1986 1985

1984 1983

OPERATING RESULTS (thousands)
Operating Revenues: ’

$ 96,265 $ 99,472
38,133 40,837
30,409 24,052

7 —
944 966
g5, 758 175,327
108,893 118,789
11,004 12,026

5, TT T44, 512

$ 8,900 $§ 8,782

$ 98,818 § 85,984
40,319 35,537
17,765 79,845

1,199 1,374
173,101 157,735
122,314 108,049

11,598 10, 541

TI5I8 T IL155

$ 6,847 § 4,549

18,161 17,209
8,090 7, 946
6,806 6,867

19 -

18,323 16,378
8,377 7,563
6,924 6,362

33076 32,022

33,624 30, 310

9,281 94,303
5,962 5,769
717 700

1
102,%€1 100, 862

93,126  97,25¢
5,595 5,487
695 655

39,416 98, 198

8, 747 8,650

105 103

7,177 6,235
%7

Residential $ 81,71
Commercial , 31,380
Industrial 12,211
Transportation of customer-
owned gas 2,662
Other 114
Total Operating Revenues ,
Less - Gas costs _ 77,616
- Revenue taxes 8, 591
Net Operating Revenues ]773f531
Net Income Applicable
to Common Stock $ 7,183
GAS SOLD AND TRANSPORTED (million cubic feet)
Residential 16,670
Commercial 7,288
Industrial 2,956
Transportation of customer-
owned gas 4,249
Total 31,163
NUMBER OF CUSTOMERS (average)
Residential 99,537
Commercial 6,241
Industrial 704
Transportation 52
Total 106, 534
DEGREE DAYS : 5,760
Per cent of normal (6,455) 89
ASSETS (thousands)
Property, plant and equipment $151,020
Less-Accumulated depreciation 48,640

$138,601 $128,767
45,299 41,803

$171,629 $11€,808
38,477 35,873

Net Property, Plant and Equipment $102,380
Capital expenditures - construction § 14,539

$ 93,302 § 86,94
$ 10,810 § 8,072

§ 83,152 § 81,015
$ 6,186 $ 6,480

Total Assets $131,802 $123,957 $130,756 $122,780 $131,546
CAPITALIZATION AT YEAR END (thousands)
Common equity $ 47,961 § 44,295 $ 41,197 §$ 39,086 $ 37,824
Preferred stock 3,000 3,000 4,000 5,000 6,000
Long-term debt 23,525 27,625 32,082 38, 494 39, 92K
Total $ 74,486 $ 74,920 $ 78,279 § 82,580 §$ 83,760
CAPITALIZATION RATIOS AT YEAR END (per cent)
Common equity 64 59 53 47 45
Preferred stock 4 4 5 6 7
Long=-term debt 32 37 42 47 4R
Total 100 100 100 100 100

The Company 1s a wholly-owned subsidiary of Peoples Fnergy; therefore, cash Oividencs
declared per share and earnings per share are omitted.

- 10 -



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION

Results of Operations

Net income applicable to common stock decreased by $1.7 million in
1987, primarily due to much warmer weather than in the previous year. The
increase in 1986 was mainly the result of colder weather.

Revenues for 1987 have been reduced to provide for the possibility of
a refund to customers in comnection with provisions of its rate schedule
relating to the reduction in the maximum feceral income tax rate under the Tax
Reform Act of 198&€. See Note (3) and Note (17) of Notes to Consolidated
Financial Statements.

The Company has been experiencing significant decreases in operating
reverues due, in part, to increased purchases of gas directly from producers
by some of its larger customers. However, this has no overall effect on
operating income since the charges for transporting the gas through the
Company's distribution system provide similar marqins as those for gas sales.

Weather variations affect the volumes of gas delivered for heating
and, therefore, can have a significant impact on net income. The effect on
net income of the major operating cost - that of gas purchased or produced -
is minimized because a substantial portion of these costs is recovered from
retail customers through the gas-cost recovery provision in the Company's rate
schedule .-

Since utility properties are reported and recovered through rates at
historical cost, the potentially material effect of inflatiom and changing
prices is not reflected in the financial statements.

A summary of significant variations in income is presented below,
with explanations following:

Fiscal 1987 Fiscal 1986

Over 1986 Over 1985
{Thousands of dollars) Amount % Amount 3
Net operating revenues* $(3,820) (8.3) $1,259 2.8
Income taxes (2,488) (27.9) (582) (6.2)
Other income ' (836) (58.7) (205) (12.6)
Income deductions _ (609) (13.2) (97) (2.1)
Net Income Applicable to ‘

Common Stock _ (1,7117) (159.3) 118 1.3

* Operating revenues net of gas costs and revenue taxes.
: ( ) Denotes red figure.

The primary reasons for the decrease in 1987 net operating revenues
are warmer weather than in 1986 and the above-mentiored possibility of a
refund to customers. The increase in 1986 results mainly from colder weather.

Factors contributing to the decline in income taxes include a
reduction in the federal income tax rate and lower pre-tax income. The
decrease in 1986 mainly reflects reduced pre-tax income.

-11 -



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF CPERATIONS AND
FINANCIAL CONDITION (Continued)

Result’s of Operations (Continued)

The decrease in other income in both periods is primarily due to
lower interest rates. Contributing further to the decline in 1987 was less
cash available for short-term investments and less interest on amounts
recoverable from customers.

Income deductions decreased in both periods reflecting less interest
expense on long-term debt due to a reduction in the amount of bonds
outstanding. Additionally in 1987, there was less interest on amounts
refundable to customers.

Liquidity and Capital Resources

The Company has access to outside capital markets and to internal
sources of funds that together should provide sufficient resources to meet
capital requirements. The Company does not anticipate any changes that
materially would alter its current ligquidity position.

Due to the seasonal nature of pas sales, a major portion of cash
collections occurs between November and April. Because of timing differences
in the receipt and disbursement of cash, and the level of construction
requirements, the Company may borrow on a short-term basis. Shart-term
barrowings are either repaid with cash from operations or refinanced on a
permanent basis with debt and/or equity, depending on money-market conditions
and capital structure considerations.

The Company issued $20 million ten-year First Mortgage Ronds, 10.2%
Series I, on December 1, 1987. Proceeds from the issuance will be used to
retire shart-term debt and for capital expenditures. '

Additional bonds are issuable, upon Commission approval, suwbject to
limitations by certain restrictive provisions of the open-end mortoage and
suppléments thereto. Shart-term cash needs are met through borrowing
arrangements with banks and/or the issuance of commercial paper. See Note
(10) of Notes to Consolidated Financial Statements.

Capital expenditures for additions, replacements, and improvements to
the utility plant were $14.5 million in 1987, $10.8 million in 1986 and $8.1
million in 1985. Capital expenditures for fiscal 1988 are estimated to be
$17.9 million.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Public Accountants

Consolidated Statements of Income for the fiscal years
ended September 30, 1987, 1986 and 1985

Consolidated Statements of Retained Earnings for fiscal
years ended September 30, 1987, 1986 and 1985

Consolidated Balance Sheets as of September 30, 1987 and 1986

Consolidated Capitalization Statements as of September 30, 1987
and 1986

Consolidated Statements of Changes in Financial Position
for the fiscal years ended September 30, 1987, 1986 and 1985

Notes to Consolidated Fimancial Statements

Selected Quarterly Fimancial Data

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

"FINANCIAL DI SCLOSLRE

Not applicable.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To North Shore Gas Company:

we have examined the consolidated balance sheets and capitalization
statements of North Shore Gas Company (an Illinois corporation, hereirmafter
referred to as the Company and a wholly-owned subsidiary of Peoples Energy
Corporation) and subsidiary companies as of September 30, 1987, and 1986, and
the related consolidated statements of income, retained earnings, and chances
in fimancial position for each of the three years in the period ended
September 30, 1987. Our examinations were made in accordance with oenerally
accepted auditing standards and, accardingly, included such tests of the
accounting records and such other auditing procedures as we considered
necessary in the circumstances.

In our opinion, the financial statements referred to above present
fairly the financial position of the Company and subsidiary companies as of
September 30, 1987, and 1986, and the results of their operations and chances
in financial position for each of the three years in the period ended
September 30, 1987, in conformity with generally accepted accounting
principles which, except for the change, with which we concur, in the method
of accounting for pensions as described in Note (4) of the notes to
consolidated financial statements, were applied on a consistent basis.

Our examinations were made for the purpose of forming an opinion on
the basic financial statements taken as a whole. The finmancial statement
schedules listed in Item 14(a)2 are presented for purposes of complying with
the Securities and Exchange Commission's rules and are not part of the hasic
financial statements. These schedules have been subjected to the auditing
procedures applied in the examinations of the basic finmancial statements and,
in our opinion, fairly state in all material respects the financial data
required to be set forth therein in relation to the basic finmancial statements
taken as a whole.

ARTHUR ANDERSEN & CO.

hicago, Illinois
November 4, 1987

- 14 -



Narth Shore Gas Company

CONSOLIDATED STATEMENTS OF INCOME

(Thousands of Dollars)

CPERATING REVENLES:
Gas sales
Other
Total Operating Revenues

PERATING EXPENSES:
Gas costs
Operation
Maintenance
Depreciation
Taxes = Income
- State and local revenue
- Other
Total Operating Expenses

OPERATING INCOME

OTHER INCOME:
Interest income
Allowance for funds used during
construction
Miscellaneous
Total Other Income

GROSS INCOME

INCOME DEDUCTIONS: .
Interest on long-term debt
Other interest '
Amortization of debt discount and expense
Miscellaneous
Total Income Deductions

NET INCOME
Preferred stock dividends

NET INCOME APPLICABLE TO COMMON STOCK

For fiscal years ended September 30,

1987 1986 1985
$125,382 $1¢c4, 807 $174,361
2,776 951 966
'TEEfIEﬁ “165, 758 175, 307
77,616 108, 893 118, 789
16,239 16,345 15,258
2,459 2,453 » 106
4,541 4,343 4,106
6,341 8, 789 9,771
8,591 11,094 12,02¢€
1,461 1,362 1,339
117,248 153,779 162,995
10,910 12,479 12,337
331 1,234 1,491
25 -— —
232 190 138
T 588 — 1,524 1,69
11,498 13,903 13,961
2,962 3,521 2, 693
1,032 1,080 1,005
21 23 24
N —_ 1 - =
4,016 4,625 4,722
7,482 9,278 9,229
299 378 457
$ 7,183 $ 8,900 $_ 8782

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

{Thousands of Dollars)

BALANCE AT REGINNING OF YEAR
Add - Net Income
Deauct - Dividends on common stock
- Dividends on preferred stock

BALANCE AT END OF YEAR

For fiscal years ended September 30,

1987 1986 1985
$ 19,538 $ 16,440 $ 14,329
7,482 9,278 9,239
3,517 5,802 €,€71
299 778 457
23,206  $19.538  $16.440

The accompanyinc notes are an iIntegral part of these statements.
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North Shore Gas Company

CONSOLIDATED BALANCE SHEETS
{Thousands of Dollars)

As of September 20,

1587 1986
PROPERTIES AND OTHER ASSETS
CAPITAL INVESTMENTS:
Property, plant and equipmer;t, at original cost $151,020 $138,401
Less = Accumulated depreciation 48,640 45,299
102,380 93,302
Gas supply advances and investments 1,358 1,564
TOTAL CAPITAL INVESTMENTS 103,738 Q4 , B6E
CURRENT ASSETS:
Cash 526 769
Temporary cash investments, at cost that
approximates market value 1,000 -
Receivables -
- Customers, ret of allowance for uncollectible
accounts of $544 and $634, respectively 4,129 5,328
Other 39 222
Materials and supplies, at average cost 1,687 1,396
Gas in storage, at last-in, first-out cost 19,054 20,136
Gas costs recoverable through rate adjustments 118 5
Prepayments 598 443
TOTAL CURRENT ASSETS : 27,221 28,309
DEFERRED CHARGES 843 782
TOTAL PRCOPERTIES AND OTHER ASSETS $121,802 $123,957
CAPITALIZATION AND LIABILITIES : )
ALIZATION (see accompanying statement) $ 74,486 $ 74,920
CURRENT LIABILITIES:
Interim loans 11,500 -
Accounts payable 7,203 7,503
Dividends payable on preferred stock —_— 10
Customer deposits 5,081 4,819
Sinking fund payments and maturities
Long-term debt 2,339 3,707
Redeemable cumulative preferred stock - 1,000
Accrued taxes (214) 1,092
Gas sales revenue refundable 9,045 9,82
Accrued interest 214 780
TOTAL CURRENT LIABILITIES : 35,168 28,239
RESERVES AND DEFERRED CREDITS:
Deferred income taxes - primarily accelerated depreciation 15,758 15,030
Investment tax credits being amortized over the average
lives of related property 5,099 5,140
Other 1,251 £28
TOTAL RESERVES AND DEFERRED CREDITS 72,148 20, 798
TOTAL CAPITALIZATION AND LIABILITIES 131,802 $122,957

The accompanying notes are an integral part of these statements.
( ) Denotes red figure.
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North Shore Gas fompany

CONSOLIDATED CAPITALIZATION STATEMENTS

(Thousands of Dollars)

-COMMON STOCKHOLDER'S EQUITY:
Common stock, without par value
Authorized 5,000,000 shares,
Outstanding 3,625,887 shares
Retainred earnings (see accompanying statement)

TOTAL COMMON STOCKHOLDER'S EQUITY

REDEEMABLE CUIMULATIVE PREFERRED STOCK:
Exclusive of sinking fund payments, due within one year
Autharized 190,000 and 200,000 shares, respectively,
par value $100
9% Series, 30,000 shares outstanding

TOTAL REDEEMABLE CWMULATIVE PREFERRFED STOCK

LONG-TERM DEBT:
Exclusive of sinking fund payments and maturities,
due within one year
First Mortgage Bonds -
9-1/2% Series E, due February 1, 1995
8-3/8% Series F, due October 1, 1998
8-3/8% Series G, due February 15, 1992
12% Series H, due September 15, 1995

TOTAL LONG-TERM DEBT
TOTAL CAPITALIZATION

As of September 30,

1987 19R€
$ 20,757 $ 24,757
23,204 19,578
47,961 44,295
3, 000 2 000
3,000 7,000
6,375 6,625
7,250 7, 500
2,400 3,mon
7,500 10, 500
23,525 27, 625
£ 74,486 § 74,920

The accompanying notes are an integral part of these statements.
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Narth Shore Gas Company

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Thousands of Dollars)

-For fiscal years ended Septemher 30,

1987 1986 1985
FUNDS PROVIDED:
Net income $ 7,482 $ 9,278 $ 9,239
Add - Principal items not requiring
current outlay of funds
Depreciation 4, 541 4,343 4,106
Deferred income taxes - primarily accelerated
depreciation 838 1,264 1,753
Deferred investment tax credits - net (168) 13 430
TOTAL FUNDS PROVIDED FROM OPERATIONS 12,693 14,898 15,128
Change in deferred credits - possible refund
to customers ’ €78 - -
Other 1,067 - 591
TOTAL FUNDS PROVIDED § 14,438 14,898 15 719
FUNDS APPLIED: '
Capital expenditures - construction $ 14,539 $ 10,810 $ 8,072
Reduction of:
Long-term debt 5, 468 6,662 1,404
Preferred stock 1,000 1,000 1,0n0
Dividends on common stock 3,517 5, 802 £,671
Dividends on preferred stock 299 378 457
Decrease in working capital (10, 385) (10,733) (1,925)
Other — 579 -
TOTAL FUNDS APPLIED § 14,438 14, 898 §15,7l9
INCREASE (DECREASE) IN WORKING CAPITAL, EXCLUSIVE
OF CURRENT MATURITIES OF LONG-TERM DEBT AND
SINKING FUND PAYMENTS, BY COMPONENT:
Cash and temporary cash investments $ 827 $(12,823) $ 2,847
Receivables and payables - net (1,082) ,0l6 850
Interim loans (11,500) -_ -—
Gas in starage ) (1,082) 1,180 115
Rate adjustments refundable or recoverable 896 (1,353) (3,947)
Accrued taxes 1,306 (103) (1,9°0)
Customer deposits (262) 355 (322)
Materials and supplies 291 73 (57&)
Other 221 222 97
DECREASE IN WORKING CAPITAL 0385  $(10.333)  $(1,°25)

The accompanying notes are an integral part of these statements.

( ) Denotes red figure.
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Narth Shore Ras Company

STATEMENT OF MANAGEMENT

These financial statements were prepared by management, which js
responsible for their integrity and objectivity. The statements are in
conformity with genmerally accepted accounting principles and, as siich,
reflect judgments made by management.

Based upon the Company's accounting and intermal contrel
systems, along with ongoing internal audit programs, management believes
that the accounting records are reliable for the purpose of preparirq
financial statements, and assets are appropriately safequarred against
loss from unauthorized use.

NOTES TO CONSOLIDATED FINANCTAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

a. Principles of Consolidation

All subsidiaries of the Company are included in the consolidstec
financial statements. All significant intercompany transactions have
been eliminated in consolidation. Certain items previously reportec for
years prior to 1987 have been reclassified to conform with the current-
year presentation.

b. Property, Plant and Equipment

Property, plant .and equipment is stated at criginal cost and
includes appropriate amounts of payroll taxes, emplcye-benefit costs,
administrative costs, and an allowance for funds used during
construction.

c. Allowance for Funds Used During Construction

The assumed cost of all funds used to finmance substantial and
lengthy construction is capitalized as a cost element of 1)tility Plant,
with an offsetting credit to Other Income. Under estahlished reculatory
practices, the Company is permitted to include in its rates a2 fair
return on, and the recovery of, these capitalized costs by includima
them in rate base and in the provision for depreciation.

The effect on fiscal 1987 net income of the allowance fnr funds
used during construction is immaterial. There was no allowance for
funds used during construction in fiscal years 1986 and 19A85.

d. Maintenance and Depreciation

It is the practice of the Company to charge to maintenance the

cost of repairs, renewals, and improvements amounting to less than

retirement units of property. When depreciable property is retired, its
origimal cost is charged to the accumulated provision for depreciation.
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(1)

Narth Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

d. Maintenance and Depreciation (Continued)

The provision for depreciation substantially reflects the
systematic amortization of the original cost of cepreciable property
over the estimated useful lives on the straight-line method.
Additionally, actual dismantling cost, net of salvace, is included in
the provision for depreciation in the month incurred. The amounts
provided are designed to cover not only losses due to wear and tear that
are not restored by maintenance, but also losses due to obsolescence and
inadequacy.

The provision for depreciation, expressed as an annual percentage
of ariginal cost of depreciable property, approximated 3.6%, 3.7% and
3.7% for fiscal years 1987, 1986 and 1985, respectively.

e. Recovery of Gas Costs

Under the tariffs of the Company, the difference for any fiscal
year between costs recoverable through the Gas Charge and the revenues
billed to customers under the Gas Charge is refunded or recovered over a
12-month billing cycle beginning the following January 1. Consistent
with these tariff provisions, such difference for any month is recorded
either as a current liability or a current asset (with a contra entry to
gas costs), and the fiscal year-end balance is amortized over the
12-month period beginning the following January 1.

f. Gas in Storage

Storage injections are priced at the fiscal-year averace of
demand and commodity costs of natural gas purchased. Withdrawals from
storage are priced on the last-in, first-out (LIFO) method. The
estimated current replacement cost of gas in inventory, at Sentember 30,
1987, and 1986, exceeded the LIFQ cost by approximately $25 million and
$30 million, respectively.

g. Taxes

Far federal and Illirmois income-tax purposes, for periods prior
to January 1, 1981, the Company adopted liberalized methods of computing
depreciation on property additions after December 31, 1953, and the
Asset Depreciation Range (ADR) system on property additions after
December 31, 1970. For periods after December 31, 1980, the Company
utilized the Accelerated Cost Recovery System (ACRS) and the Modified
Accelerated Cost Recovery System (MACRS) on property additions after
December 31, 1986.

Deferred income taxes for the difference between tax
depreciation computed on these methods and straight-line depreciation
are charged to income and credited to accumulated deferred income
taxes. This account is charged when liberalized, ADR, ACRS, or MACRS
tax depreciation becomes less than straight-line depreciation.
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Narth Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

g. Taxes (Continued)

The investment tax credits have been deferred and are beino
amortized through credits to income over the book lives of related
property. The Tax Reform Act of 1986, sioned into law on October 22,
1986, repeals the investment tax credit for property placed in service
after December 31, 1985, subject to certain transition rules.

At September 30, 1987, the cumulative net amount of timing

differences for which deferred income taxes have been over orovided is
approximately $.7 million.

The preceding deferred-tax and tax-credit accountina conforms with
requlations of the Commission.

h. Accounting for Pensions

Effective October 1, 1986, the Company adopted the provisions of
FASB Statement No. 87, "Employers' Accounting for Pensions."” The
consolidated pension expense for fiscal 1987 was $.8 million as compared
to $1.3 million for fiscal 1986. The primary reason for this difference
was the implementation of FASB Statement No. 87,

i. 1Illinois Residential Affordable Payment Program (IRAPP)

Under TRAPP, the Company is prohibitec from discontinuino oas
service to any participating customer who pays the monthly obligation
required by IRAPP (the monthly obligation). Far the period December 1
through April 30, the monthly obligation is 8 per cent of the customer's
income and for the period May 1 through November 30 that obligatiom is the
greater of 8 per cent of the customer's income or the full amount of the
customer's current bill calculated under tariff provisions (the current
bill). The difference between the current bill (excluding for winter
months, charges for usage exceeding the customer's average usaoe) and the
monthly obligation is referred to as "shortfall."

The Commission has ruled that IRAPP participants are not at any
time required to pay for the shortfall. Therefore, accumulated shortfall
is excluded from gas sales and is reflected in deferred credits with a
corresponding amount in deferred charges. Amounts representing shortfall
are recognized as gas sales when recovered from sources other than IRAPP
participants (such as governmental assistance programs). At September 30,
1987, the accumulated shartfall reflected in the deferred accounts was
$54,000. The Company cannot reasonably determine at this time the future
impact of accumulated shortfall not recovered from sources other than
IRAPP participants.

-2] -



(2)

(3)

Narth Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

COVENANTS REGARDING RETAINED EARNINGS

The Company's Indenture relating to the First Mortgace Bends and
the Stock Purchase Agreements relating to the Cumulative Preferred Stock
contain provisions and covenants restrictino the payment of cash dividends
and the purchase or redemption of capital stock. At September *0, 1987,
such restrictions amounted to $4.4 million out of total retained earnings
of $23.2 million.

RATES AND REGULATION

The Company filed with the Commission 3 new rider to its rate
schedule to provide for recording deferred credits relating to the
reduction in the maximum federal income tax rate for corporate taxpayers
under the Tax Reform Act of 1986. The Company filed its rider under a
special procedure established for all Illinois utilities for this purpose
by order of the Commission. The rider became effective on March 1, 1987,
The new ricder provides for recordina each month in a cdeferrec credit
account an amount equal to 3.6 per cent of the Company's base revenues.

The rider provides that it will remain in effect until the
Commission has made a review of the Company's operating income, includinc
all aspects of the Tax Reform Act of 1986, to determine whether a refund
and/or a prospective rate reduction is warranted. The Company's rider
also provides that a refund to customers would be due only if the
Commission finds after hearing and so orders that a reduction in rates
would have been proper as of the effective date of the rider.

The Company has entered into discussions with the staff of the
Commission and other parties regarding the propriety of a filing by the
Company to seek Commission approval of the terminmation of its rider, with
a refund from the deferred credits recorded thereunder and/or a
prospective reduction in rates to reflect, among other things, a lower
cost of capital and reduced level of federal income taxes from those
reflected in its most recent rate order. If these discussions do rot
result in a filing for a proposed refund and/or prospective rate
reduction, the Commission may commence an investigation of the Companv's
rates.

The Company cannot determine at this time whether the discussicns,
as described above, or any Commission proceeding that may follow such
discussions, will result in a refund and/or rate reduction that will have
a material adverse financial effect on the Company. However, reflecting
the possibility of a refund to customers for all or part of the deferred
credits recorded under its rider, the Company has reduced its revenues for
fiscal 1987 by $678,000, the amount of deferred credits at September 20,
1987. .

See Note (17) of Notes to Consolidated Finmancial Statements for
Event Subsequent to Date of Finmancial Statements.
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Narth Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

PENSION PLANS AND POST-RETIREMENT BENEFITS

The Company participates in two defined berefit pension plans
covering substantially all employes. The plans provide pension benefits
that generally are based on an employe's length of service, compensation
during the five years preceding retirement, and social security berefits.
The Company makes annual contributions to the plans based upon actuarial
determinations and in consideration of tax regulations and funding
requirements under federal law.

The Company adopted Financial Accounting Standards Board Statement
No. 87 effective October 1, 1986, which required a change in the actuarial
cost method and certain other actuarial assumptions used in determining
pension cost. These changes had the effect of reducing fiscal 1987
pension cost by §.4 million compared to the previous method. Net pension
cost for fiscal 1987 includes the following components:

(Millions)
Service Cost F.7
Interest Cost 1.7
Actual Return on Plan Assets (4.8)
Net Amortization and Deferral 2.2
Net Pension Cost f .8

The calculation of pension cost assumed a weighted averaoce
discount rate of 6.9%, a 5.5% rate of compensation increase, and a 6.5%
long-term rate of return on assets. In accordance with the provisions of
FASB No. 87, pension expense has not been restated for prior years.
Pension expense for fiscal years 1986 and 1985 was $1.3 million and
$1.2 million, respectively.

The funded status of the Company's pension plans at September 30,
1987 was as follows:

Millions)

Actuarial present value of plan benefits:

vested $15.8

Nonvested 1.9
Accumulated benefit obligation 17.7
Effect of projected future compensation increases 6.5
Projected benefit obligation 24,2
Plan assets at market value 29.1
Plan assets in excess of projected benefit obligation 4,9%
Comprised of:
Effect of changes in assumptions and difference

between actual and estimated experience $ 4.4
Unrecoanized transition asset .5

4.9

( ) Denotes red figure.
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Narth Share Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(4) PENSION PLANS AND POST-RETIREMENT BENEFITS (Continued)

The projected benefit obligation was determined using a weighted
average discount rate of 7.4% and assumed future compensation increases of
5.5%. Plan assets consist primarily of marketable ‘equity and fixed income
securities.

In addition to providing pension benefits, the Company provides
certain health-care and life insurance berefits for retired employes.
Swstantially all employes may become eligible for such benefit coverage
if they reach retirement age while working for the Company. The costs of
providing these benefits are recoagnized as an expense during the period in
which the costs are incurred. Such costs during fiscal years 1987, 1986,
and 1985 were $186,000, $154,000 and $147,000, respectively.

(5) TAX MATTERS

Provision for Income Taxes

For fiscal years ended September 30, 1987 1986 1985
(000’ s)
Current:
Federal $ 4,876 $ 6,497 $ 6,554
State . 790 1,015 1,034
Total current income taxe 5,688 - 7,512 7, 588
Deferred, net - Primarily accelerated depreciation
Federal 736 1,12 1,181
State 102 162 1772
Total ceferred income taxes -~ Primarily
accelerated depreciation 838 1,264 1,252
Investment tax credits - net: .
Federal (248) (21) 295
State 80 34 25
Total investment tax credits - net (1&8) 13 430
Total provision for income taxes 6,336 8,789 9,371

Less - Included in other income or
operation expense (5) -— -—

Included in operating expenses as
taxes - income §,341 £ 8,789 $§ 9. 771

( ) Denctes red figure.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(5) TAX MATTERS (Continued)

The following is a reconciliation between the computed federal income tax
expense (tax rates of 43 per cent in 1987, and 46 per cent in 1986 and 1985, times
pre-tax income) and the total provision for federal income tax expenses:

For fiscal years ended
September 30, 1987 1986 1985
Per Cent Per Cent Per Cent
Amount of Pre-tax Amount of Pre-tax Amount of Pre-tax
(000's) Income (000's)  Income (000's) Income

Computed federal
income tax expense B5, 524 43.0 57,754 46.0 57,990 46.0

Amortization of
investment tax
credit (248) (1.9) (249) (1.5) (241) (1.4)

Out of period items
at different tax rates 53 0.4 — -— . R —

Book depreciation
over depreciation

used in tax provision 73 0.6 75 0.5 78 0.5
Other (38) (0.3) (2) -— 303 1.7
Total provision

for federal

income taxes $5,3¢64 41.8 $7.578 45.0 $.130 4€.8

( ) Denotes red figure.

Tax returns for 1980 through 1982 have been audited by the Internal Revenue
Service and a tax deficiency of approximately $508,000 has been proposed. Issues
are being contested, and the potential impact on net income is not believed to be
material, since the issues consist of income tax provision timing differences.

Tax returns for 1983 and 1984 have been audited by the Internal Revenue
Service and a tax deficiency of approximately $933,000 has been proposed. Issues
are being contested, and the potential impact on net income is not believed to be
material, since the issues consist of income tax provision timing differences.

Tax returns for 1985 and 1986 are currently under audit by the Internal
Revernue Service.

- 25 -



North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(6) DEFERRED CHARGES
As of September 30,
1987 15986
{000's)
Interest on gas sales revenue refundable B381 463
Debt expense being amortized over the lives of
outstanding issues 152 174
Erergy Conservation Plan expenses 95 110
Unamortized Discount - Notes payable 62 -
IRAPP shortfall sales 54 -—
Other 99 35
843 ﬂaz
(7) REDEEMABLE CWMULATIVE PREFERRED STOCK
9.%
Series
Year of issue 1980
Shares outstanding - 30, M0
Involuntary liquidation preference (000's) $ 3,000
Armual dividends per share $ 9.00
Redemption options: :
Currently effective redemption price per share (a)
Redemption price per share decreases
annually to issue price by (year) : (a)
Redemption through certain refunding operations not
permitted prior to (year) 1990
(a) Not currently redeemable at the option of the Company.
(8) COMMON STECK
No common stock was issued during the fiscal years 1985 through
1987.
(9) SINKING FUND REQUIREMENTS

Sinking fund requirements of preferred stock outstanding at
September 30, 1987, are $3.0 million for fiscal year 1991. There are nn
sinking fund requirements for fiscal years 1988 through 1990 and 1992.

Sinking fund requirements and maturities of long-term debt
outstanding at September 30, 1987, for fiscal years 1988 throuch 1992 are
§2.3 million for 1988 and B2.4 million for 1989 and $2.6 million each year
for 1990 through 1992.
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(10)

(11)

(12)

(13)

(14)

(15)

North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

HORT-TERM BORROWING AND COMPENSATING BALANCES

Shart-term cash needs of the Company are met through bank loans
and/or the issuance of commercial paper. The outstanding total amount of
these borrowings cannot at any time exceed total bank credit then in
effect. )

Ouwring fiscal 1987, Peoples Gas maintained $3 million in bank
credit through an irrevocable revolving credit agreement. This amount has
been secured for fiscal 1988 and 1989. The Company may borrow up to §15
million.

Payment for the revolving credit agreement with the banks is
through compensating balances and/or fees. There were no legal
restrictions on withdrawal of compensating balances.

For additional infarmation on short-term borrowings, see
Schedule IX.

CAPITAL COMMITMENTS

Total contract and purchase order construction commitments of the
Company at September 30, 1987, amounted to approximately $2.1 million.

ASSETS SUBJECT TO LIEN

The Indenture of Mortgage, dated April 1, 1955, as supplemented,
securing the First Mortgage Bonds issued by the Company, constitutes a
direct, first-mortgage lien on substantially all property owned by the
Company .

EXPLORATION SUBSIDIARY

Narth Share Exploration Company, a wholly-owned subsidiary of the
Company, was formed in 1973 to engage, directly or indirectly, in lease-
acquisition and exploration and development programs. The exploration
unit has made investments totaling $4.1 million and through September 30,
1987, has amortized £3.6 million. The Company is allowed by the
Commission to include such investments in its rate base and treat any
profits or losses as utility transactions.

TEMPORARY CASH INVESTMENTS

Temporary cash investments at September 30, 1987, consisted of
Eurodollar Deposits maturing October 1, 1987.

LEGAL PROCEEDINGS

There are no material legal proceedings pending to which the
Company is a party.
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Narth Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(16) SELECTED QUARTERLY FINANCIAL DATA (Unaudited)
Net Income
Applicable
Operating Operating to Common
Revenues Income Stock
(000" s)
First Quarter
1987 $ 37,092 $ 3,575 $ 2,011
1986 45,575 3,738 2,667
Second Quarter
1987 54,782 €,379 5,358
1986 73,719 7,259 6,295
Third Quarter
1987 25,326 1,662 |R8
1986 30,la 1,580 968
Fourth Quarter
1987 10,958 (706) (1,474)
1986 16,363 (98) (1,030)
Fiscal Year
1987 128,158 10,910 7,183
1986 165,758 12,479 8,900
( ) Denotes red figure.
(17) EVENT SUBSERUENT TO DATE OF FINANCIAL STATEMENTS

Reference is made to Note (3), "Rates and Regulation", of Notes to
Consolidated Fimancial Statements.

On December 22, 1987, the Illinois Commerce Commission approved
the filing made by the Company to make effective in Jarnuary, 1988 a
one-time refund and a prospective rate reduction. Narth Shore will refund
$1.1 million and reduce rates to reflect a reduction in amnual operating
reverwes (excluding additiomal charges for revenue taxes) of $2.9
million. The rider to the Company's rate schedule, which became effective
in March, providing for recording of deferred credits relating to the
reduction in the maximum federal income tax rate, will be terminated.

The Company's refund and rate reduction is the result of a dollar
settlement agreement with several parties regarding the Company's rates
without agreement on the elements of cost of service, cost of common
equity and overall rate of return.

- 28 -



PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

IDENTIFICATION OF DIRECTORS

Name, Principal Occupation
and Other Directorships

J. Bruce Hasch
Executive Vice President of the Company,
Peoples Energy and Peoples Gas;
Director of Peoples Erergy and Peonles Gas.

James Hinchliff
Vice President and General Counsel
of the Company, Peoples Energy and
Peoples Gas; Director of Peoples Gas.

Donald G. Holm
Vice President, Secretary and Treasurer

of the Campany and Peoples Gas; Vice President,

Controller, Secretary and Treasurer of Peoples
Energy; Director of Peoples Gas.

Richard E. Terry
President and Chief Operating Officer of
the Company, Peoples Ermerqy and Peoples Gas;
Director of Peoples Energy and Peoples Gas.

Eucene A. Tracy
Chairman of the Board and Chief Executive
Officer of the Company, Peoples Energy
and Peoples Gas; Director of LaSalle
National Bank.
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ITEM 10.

DIRECTORS AND EXEQUTIVE OFFICERS OF THE COMPANY

IDENTIFICATION OF EXECUTIVE OFF ICERS

Patrick J. Doyle
*J. Bruce Hasch

James Hinchliff

Donald G. Holm

John A. Lawrisuk
Ruel F. Lehman, Jr.
John F. Mooney
Michael S. Reeves

Richard E. Terry

Eugene A. Tracy

(Continued)
Position at Age at Position
December 2, 1987 12-02-87 Held Since

Vice President 50 1985
Executive Vice President 49 1985
Vice President and 47 1984

General Counsel
Vice President,
Secretary and Treasurer 60 1981
Vice President 59 1981
Vice President 64 1975
Vice President 53 1987
Executive Vice President 52 1987
President and Chief

Operating Officer 50 1087
Chairman of the Board 59 1981

ancd Chief Executive
Officer

Directors and executive officers of the Company were elected to serve
for a term of one year or until their successors are duly elected and

qualified.

There are no family relationships between directors and executive

officers of the Company.

All of the directors and executive officers of the Company have been
continuously employed by the Company and/or its affiliates in various
capacities for at least 10 years.

- 30 -



ITEM 11. EXECUTIVE COMPENSATION

The executive officers of the Company serve both the Company and its
affiliate Peoples Gas. Remuneration is paid by Peoples Gas with appropriate
amounts billed to the Company for the time such officers serve Narth Shore,
The Company was billed $327,533 for the services of these officers during
fiscal 1987, including approximately $63,000 for the services of Mr. Tracy.
No other executive officer's cash remuneration for service to North Shore
exceeded $60,000. Information regarding executive compensation paid by
Pecples Gas and its affiliates to Peoples Gas officers is set forth in the
Arnual Report of Peoples Gas on Farm 10-K for the fiscal year ended
September 30, 1987.

Compensation of Directors

All directors of the Company were officers of the Company who
received no compensation for serving as directors.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

SECLRITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

As of November 30, 1987, voting securities of the Company were owned
as follows:

Type of Number of Per Cent of

Name and Address Ownership Shares Owned Class

Common Stock without par value

Peoples Energy Corporation Owned Both of

122 South Michigan Averwue Record and 3,625,887 100%
thicago, Illinois 60603 Beneficially '

Redeemable Cumulative Préferred Stock, $100 Par Value

GMAC Commercial Corporation Owned Both of 30,000 100%
General Motors Building Record and
3044 West Grand Boulevard Beneficially

Detroit, Michigan 48202
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT (rontinued)

SECURITY OWNERSHIP OF MANAGEMENT

No equity securities of the Company are beneficially owned directly
or indirectly by any director or officer of the Company.

Information regarding Common Stock, without par value, of Peoples
Energy beneficially owned directly or indirectly by directors and executive
officers of the Company is set forth in the Annual Report of Peoples Gas on
Form 10-K for the fiscal year ended September 30, 1987.

CHANGES IN CONTROL

Nm.

ITEM 13, CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

None.
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PART 1V

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8K

(a) 1. Financial Statements:
See Part II, Item 8.

2. Fimancial Statement Schedules:

Schedule
Number
v Property, Plant and Equipment at Oriainal Cost
VI Accumulated Provision for Depreciation of
Property, Plant and Equipment
VIII Valuation and Qualifying Accounts
X Short-Term Borrowings
X Supplementary Income Statement Information
3. Exhibits:

See Exhibit Index on page 42.

(b) Reports on Form 8K filed during the final quarter of fiscal year 1987:

None.

13

34

36

39
40



North Shore Gas Company and Subsidiary Companies Schedule V
Page 1 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST
(000°s)

Column A Column B Column C Column D Column € Column F

Balance Transfers Balance
at beginning Additions between at end of

Classification of period at cost Ret{irements accounts period

Fiscal Year Ended September 30, 1987

Public utility facilities:
Gas plant in service - :
Production plant $ 3,843 $ 18 $ 1 $ (10) $ 3,85

Storage plant 7,2N 213 -- -- 7,484
Distribution plant 116,828 13,547 666 201 129,910
General plant 7,936 1,057 812 (a) (201) 7,980
Construction work in progress 1,392 (321) -- - 1,0NM
Gas stored underground - Noncurrent 701 24 -- -~ 725
Total public utility facilities 137,971 14,538 1,479 (10) (c) 151,020
Nonutility property 630 -- 640 10 --

Total property, plant and equipment, at

ortginal cost $138,60] $.14,538 $ 2,119 (b) i - - $151,020

fiscal Year Ended September 30, 1986

Public utility facilities:
Gas plant in service -

Production plant $ 3,798 $ 45 $ -- $ -- $ 3,843
Storage plant ) 6,793 478 -- -- 7,2Nn
Distribution plant 108,633 8,922 727 -- 116,828
General plant 7,087 1,098 249 -- 7,936
Construction work in progress 1,178 214 -- -- 1,392
Gas stored underground - Noncurrent 648 53 -- -- 701
Total pubiic utility facilities 128, 137 10,810 976 -~ 137,97
Nonutility property 630 -= -- -- 630

Total property, plant and equipment, at

original cost dles 767 410,810 31376 (b) } 118,601
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North Shore Gas Company and Subsidiary Companies Schedule V
Page 2 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST
(000°s)

Column A Column B Column C Column D Column E Column F

Balance Transfers Balance
at beginning Additions between at end of

Classification of period at cost Ret irements accounts _period

Fiscal Year Ended September 30, 1985

Public utility facilities:
Gas plant in service -

Production plant $ 3,784 3 14 3 -- $ -- $ 3,798
Storage plant 6,254 539 -- -- 6,793
Distribution plant 102, 830 6,385 582 -- 108,633
General plant 6,79 648 352 -- 7,087
Construction work in progress 752 426 -- -- 1,178
Gas stored underground - Noncurrent 588 60 -- - 648
Total public utility facilities 120,999 8,072 934 -~ 128,137
Nonutility property 630 -= — -- 630

Total property, plant and equipment, at
original cost $121.629 $ 8,072 i 934 (b) 3 - $128,767

( ) Denotes red figure.

Notes: (a) Includes $261,000 applicable to a change in minimum capitalization from §250 to $500.

(b) Represents: 1987 1986 1985
Retirements charged to accumulated provision for depreciation Schedule (VI) $1.479 $976 $934

Cost of land retired at Peterson Road ’ 640 -- .-
2,119 $976 $934

(c) Represents the transfer of Peterson Road land to Nonutility property.
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Schedule VI
North Shore Gas Company and Subsidiary Compantes
ACCUMULATED PROVISION FOR DEPRECIATION OF PROPERTY, PLANT AND EQUIPWENT
(000*s)

Colum A Colup® Column C Column D Colum € Colym F

Additions charged to Deduct _retirements
Salance costs end expenses (o) Retirement Stores and Salance
at beginning Deprecistion Cleoring of property Cost of nisce) laneous at end of
Description of peried expense accounts at cost dismantling (ulvgg[ Other changes per fod

Fiscal Year fnded Septesber X0, 1987
Public utility factilities: :
Gas plant in service -
Production plant $2,132 $ 10 $-- $ ] $-- $-- $-- $ 2,260
Storage plant 1,805 253 -- -- - - -- 2,058
Oistrfbution plant 38,487 3,94 - 666 198 (2) n 41,636
Genera) plant 2,075 224 389 812 (b) -- (13) (64) 2,685
Total accumulation provision

for deprectation Hnizn FCR11 un an il I 11 (<) 140,540

Fiscal Year Ended Septesber 30, 1986
Public utility factlities:

Gas plant in service -

Production plant $ 2,002 $ 10 $ - $-- $-- $ -- $ 2,132
Storage plant 1,562 24) .- - -- - -- 1,805
Otstr ibution plant 5,13 3,4 -~ n? mn (8) - 38,487
Genera) plant 2,506 226 e 9 _n (29) = 2,815

Total accumulation provision

for depreciation 003 pUNI}] P11 8 za K1) j 3 35.299

Fiscal Year Ended Septesber 0, 1985

Pubitc utility facilities:
Gas plant in service -

Production plant $1.80 $ a2 $ - $-- $ -- $ - $-- $ 2,002 . ;
Storage plant 1,33 226 .- - .- -- - 1,562 |
Distributfon plant 32,999 3,539 .- 582 245 {1 W 35,13
General plant 2,2n 29 3 s 8 (48) - 2,506

Total accumulation provision
for deprectation T2, 1.0 Ly 124 &a 150 1. (o) TR
( ) Denotes red figure.
Notes: (a) Reference 15 made in Note (1) of the notes to consolidated
financta) statements with respect to the basis for the

provision for deprectation.

{b) lncludes $261,000 applicable to a change in mintmm copitalization
from $250 to $500,

{c) Represents the following: |

1987 198
Accumulated provision for depreciation
applicable to property acquired §2 ¥--
Proceeds from sale of proper’y 1! _10



North Shore Gas Company and Subsidiary Companies

VALUAT ION AND QUALIFYING ACCOUNTS

{000's)
Column A Column B Column C Column D
Additions Deductions
Charged Charges for the
Balance to costs purpose for which the
at beginning and reserves or deferred
Description of period expenses credits were created

For Fiscal Year Ended September 30, 1987

RESERVES (deducted from assets in balance sheet):

Uncollectible items 5 634 1203

RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:

Injuries and damages $ - $ 12
Pensions 26 2
Possible refund to customers -- 678
IRAPP Shortfall Sales (5) 157
Other 607 1,324
Total 3628 2.2

For Fiscal Year Ended September 30, 1986

RESERVES (deducted from assets in balance sheet):

Uncollectible items $. 714 3 99

RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDIB:

Injuries and damages ) -- $ 227
Pensions . 29 3
{RAPP Shortfall Sales - -
Other 739 544

Total 1__768 L—L—"
- 37 -
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Schedule VIII
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North Shore Gas Company and Subsidiary Companies Schedule VIl
Page 2 of 2
VALUAT ION AND QUAL IFYING ACCOUNTS
(000*s)
Column A Column B Column C Colum D Column E
Additions Deductions
Charges Charges for the
Batlance to costs purpose for which the Balance
at beginning and reserves or deferred at end of
Description of period expenses credits were created period

For Fiscal Year Ended September 30, 1985

RESERVES (deducted from assets in balance sheet):

Uncollectible items 3662 3 7286 p wil] p SaL]

RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:

Injuries and damages $ - $ 13 $ 1 $ -
Pensions 32 6 9 29
Other 540 785 586 739
Total b -174 3624 3 628 3_268
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Schedule TX
North Shore Gas Company and Subsidiary Companies
SHORT-TERM - BORROWING S
(000" s)

Column A Column B Column C Column D Column F (a) Column F (b)
Weighted Maximum Amount Average Amount Welchted Average

Category of Aggregate Balance at Average Outstanding Nutstanding Interest Rate
Shor t-Term Borrowings End of Period Interest Rate During the Period During the Period During the Period

Fiscal Year Fnded September 30, 1987

Commercial Paper $11,500 ' 7.17% $11, 500 31,726

Fiscal Year Ended September 30, 1985

Commercial Paper $ - - $ 5,000 $ 83

(a) Computed by multiplying the amounts outstanding by the days outstanding and
dividing the results by the number of days used in accardance with the loan
agreement .

(b) Computed by dividing the applicable interest expense by the average amount
outstanding during the period.

There were no shart-term horrowinas in fiscal 1986.
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Narth Shore Gas Company and Subsidiary Companies

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Schedule X

Maintenance, depreciation, royalties, advertising costs and research

and development costs, other than those specifically disclosed in the
Consolidated Statements of Income, are not significant.

Significant taxes, other than taxes on income, including those
charged to clearing and other accounts, are summarized as follows:

Real estate, invested capital, personal
property, state capital stock and stat

franchise
Illinois public utility
Municipal public utility
Social security
Cther
Total

- 40 -

Fiscal Years Ended September 20,

1587 1986 1985
A
§ 95 § 927 § 910

5,322 6,800 7,794
3,176 4,173 4,501
712 6l4 577

308 311 248
$10,463 $12,825 $13.630



SIGNATURES

Pursuant to the reauirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be sianed
on its behalf by the undersigned, thereunto culy authorized.

NORTH SHORE GAS COMPANY

Date: December 23, 1587 By: F£. A. TRACY
F. A, Tracy

Chairman of the Board and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the followina persons on behalf of the
registrant and in the capacities indicatec on December 23, 1987.

E. A. TRACY Chairman of the Board and Chief Fxecutive
F. A. Tracy Officer and Director
(Principal Fxecutive Officer)

D. G. HOM Vice President, Secretary and

D. G. Holm Treasurer and Director
(Principal Financial and
Accounting Officer)

J. B. HASTH Director
J. B. Hasch
JAMES HINCHLIFF Director

James Hinchliff

RICHARD E. TERRY Director

Richard E. Terry
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(a)

(b)

Exhibit
Number

4-a

Narth Shore Gas Company and Subsidiary Companies

EXHIBIT INDEX

The exhibits listed below are filed herewith and made a part thereof:

Exhibit Number Description of Document Page Number
3-a Amendnent to the Articles of 43

Incorparation of the Registrant,
dated April 13, 1987.

3b Articles of Incorporation, as 45
last amended.

3-C Amendment to the By-Laws of the 99
Registrant, dated June 1, 1987,

3-d By-Laws, as last amended. 100

4 Ninth Supplemental Indenture dated 120

as of December 1, 1987

Exhibits listed below have been filed heretofcre with the Securities
and Exchange Commission pursuant to the Securities Act of 1933, as
amended, and/or the Securities Exchange Act of 1934, as amended, and
are incorporated herein by reference. The file number and exhibit

nunber of each such exhibit are stated in the description of such
exhibits.

Description of Document

Indenture, dated as of April 1, 1955, from the Company to
Continental Illinois National Bank and Trust Company of ™hicago
as Trustee; Third Supplemental Indenture, dated as of December
20, 1963 (North Shore-File No. 2-35965, Exhibit 4-1); Fifth
Supplemental Indenture, dated as of February 1, 1970 (File No.
2-35965, Exhibit 4-2); Sixth Supplemental Indenture, dated as of
October 1, 1973 (Farm 10K for the fiscal year ended September
30, 1980, Exhibit 4-3); Seventh Supplemental Indenture, dated as
of February 15, 1977 (Fam 10-K for the fiscal year ended
September 30, 1980, Fxhibit 4-4); and Eighth Supplemental
Indenture, dated as of September 15, 1980 (Farm 10-K for the
fiscal year ended September 30, 1980, Exhibit 4-5).
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended September 30, 1986 Commission File Number 2-35965

NORTH SHORE GAS COMPANY

(Exact name of registrant as specified in its charter)

illinois 36-1558720
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)
122 South Michigan Avenue, Chicago, lllinois 60603

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code:
(312) 431-4000 ’

Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) ot the Act: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter
period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes _X No ___

State the aggregate market value of the voting stock held by non-affiliates of the registrant:

Redeemable Cumuiative Preferred Stock, $4,000,000 at November 30, 1986, based on the
price at which the stock was soid.

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the
latest practicable date:

Common Stock, without par value, 3,625,887 shares outstanding at November 30, 1986.

Documents Incérporated by Reference
None
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North Shore Gas Company

ANNUAL REPORT ON FORM 10-K

FISCAL YEAR ENDED SEPTEMEER 30, 1986

PART 1

ITEM 1. BUSINESS

GENERAL

North Shore Gas Company (Company) is an operating public utility
engaged primarily in the purchase, storage, distribution and sale of natural
gas at retail to approximately 103,000 residential, commercial and industrial
customers within its service area of approximately 275 square miles, located
in northeastern Illinois. It serves 56 communities and adjacent areas,
including those situated along Lake Michigan from winnetka, Illinois to the
Illinois-wisconsin state lire. This area, with an estimated population of
354,000, contains residential concentrations anag a aciversity of industrial and
commercial establishments, as well as some farm lands. The Company had 234
employes at September 30, 1986.

The Company holds certificates of public convenience and necessity
issued by the Illinois Commerce Commission (Commission) for the conduct by the
Company of its operations in the territory which it serves. It holds a
license agreement from Lake County, Illinois, and, with minor exceptions,
franchises from all of the incorporated cities and villages in its service
territory. The franchises are of various terms and expiration dates, and are
generally subject to various other conditions, restrictions or limitations not
deemed materially burdensome.

At September 30, 1986, all of the common stock of the Company and of
its affiliate, The Peoples Gas Light and Coke Company (Peoples Gas), was
wholly-owned by Peoples Energy Corporation (Peoples Energy).

COMPETITICN

Competition in varying degrees exists between natural gas and other
fuels or forms of energy available to consumers in the Company's service
area. Natural gas prices ceclined during the last year enabling gas to
maintain a lower price than competing energies, except for certain fuel oils
usable on a large volume basis by a small number of large-volume customers
with dual~-fuel capability. Overall, natural gas prices in the Company's
service area compared very favorably on a nationmal basis. The possibility of
new or improved sources or uses of energy, limitations on future gas supply,
changes in relative prices of competing fuels and energy, changes in
environmental controls, increased use of transportation and other factors
could, in the future, affect the Company's business. See "Federal Legislation
and Regulation".



ITEM 1. BUSINESS (Continued)

SALES AND RATES

The Company sells natural gas having an average heating value of
approximately 1,000 British thermal ‘'units (Btu's) per cubic foot.* Sales are
made and service rendered by the Company pursuant to rate schedules on file
with the Commission containing various service classifications largely
reflecting customers' different uses and size of consumption. Monthly
adjustments to the Gas Charge under the Company's rate schedules provide for
the pass-through of the increases or decreases in natural gas supplier rates,
purchased storage service costs, transportation charges, liquefied petroleum
gas costs and purchases of synthetic matural gas (SNG). In addition, uncer
the tariffs of the Company, the difference for any fiscal year between costs
recoverable through the Gas Charge and the revenues billed to customers under
the Gas Charge is refunded or recovered over a l2-month billing cycle
beginning the following January 1. Consistent with these tariff provisions,
swch difference for any month is recorded either as a current liability or a
current asset (with a contra entry to gas costs), and the fiscal-year balance
is amortized over the l2-month period beginning the following January 1.

The Company has experienced load losses resulting from economic
conditions and conservation efforts by customers. The basic marketing plan of
the Company is to retain its strong position in the residential market while
seeking expansion of the commercial and industrial markets.

STATE LEGISLATION AND REGULATION

The Company is subject to the jurisdiction of and regulation by the
Commission, which has germeral supervisory and regulatory powers over
practically all phases of the public utility business in Illinois, incluoing
rates and charges, issuance of securities, services and facilities, systems of
accounts, investments, safety standaros, transactions with affiliatea
interests, as defined in the Illinois Public Utilities Act, and other matters.

In late fiscal 1984, the Commission granted the Company a rate
increase of $7.1 million on an annual basis. The Company was allowed a 12.47
per cent rate of return on its original cost rate base which reflects a 15.6
per cent cost of common equity. The new rates became effective in September,
1984,

Illinois legislation (Legislation) was enactea that requires the
Commission to implement on a three-year trial basis regulations that, in
general, prohibit a utility from discontinuing service to any low-income
customer who is eligible for assistance in paying his heating bills uncer the
I11linois Home Energy Assistance Program, provided such customer pays a
specified portion of his income to the utility. Uncer this Legislation, a
qualified low-income customer will not be reguired to pay a gas utility more
than eight per cent of such customer's income during the winter heating
season. The Company could experience a rise in uncollectible accounts in the
future due to the Legislation ana the Commission's regulations thereunder, but
the Company cannot reasonably determine at this time the future impact of this
Legislation.

* All volumes of natural gas set forth in this report are stated on a 1,000
Btu (per cubic foot) billing basis.
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ITEM 1. BUSINESS (Continued)

STATE LEGISLATION AND REGULATION (Continued)

The Commission has adopted the federal safety standards established
under the Natural Gas Pipeline Safety Act of 1968 and is enforcing such
standards with respect to the Company. The Company has a continuing program of
inspection designed to keep all of its facilities in compliance with pipeline
safety and pollution control requirements. The Company has made a complete
inspection of all of its operational facilities and to the best of its
knowledge is in substantial compliance with all pipeline safety and pollution
control requirements.

FEDERAL LEGIS.ATION AND REGULATION

By Order entered on December 6, 1968 (Holding Company Act Release No.
16233), the Securities and Exchange Commission (SEC), pursuant to Section
3(a)(1) of the Public Utility Holding Company Act of 1935 (Act) exempted
Peoples Energy and its subsidiary companies as such (including the Company)
from the provisions of the Act other than Section 9(a)(2) thereof.

The Natural Gas Policy Act (NGPA), a major part of the National Energy
Act emacted in 1978, instituted important changes in the laws affecting the
natural gas industry. The NGPA (1) established ceiling prices at the wellhead
for both interstate and previously unregulated intrastate gas, (2) geregulatea
the wellhead price of certain "high-cost" gas as of November 1, 1979, (3)
deregulated the wellhead price of a major portion of the nation's gas supplies
as of January 1, 1985, and (4) will deregulate the wellhead prices of gas in
other categories in 1987. No material financial impact has resulted for the
Company from NGPA deregulation provisions.

The NGPA also contains incremental pricing provisions which may result
in increased rates to certain classes of industrial customers.. These
requlations are presently effective only for large industrial boilers. The
Federal Energy Regulatory Commission (FERC) has, by rulemaking, exempted from
incremental pricing all other industrial users which would otherwise be sub ject
to these regulations under the terms of the statute. The Company has not
experienced any adverse market effect due to the incremental pricing
requlations.

Another part of the National Energy Act, entitled The Power Plant and
Industrial Fuel Use Act, prohibits new electric power plants and new major fuel
burning installations from using natural gas. Such end use limitations may
result in lost market opportunities for the Company.

In late 1985, and early 1986, the FERC issued Order Nos. 436 ana 436-A
through £ which, among other things, offer pipelines an option to transport gas
on an "open-access" nondiscriminatory basis for all shippers under expedited
regulatory procedures. Pipelines that elect this option are required, as a
condition thereto, to allow firm sales customers to reduce their gas purchase
demand volumes under firm sales contracts or convert such purchase demand to
firm transportation service by up to 100 per cent over a five-year period
following the pipelire's election.



ITEM 1. BUSINESS (Continued)
FEDERAL LEGISLATION AND REGULATION (Continued)

The 436 series of orders are on appeal to the Federal courts.
However, a number of pipelines, incluaing the sole supplier to the Company,
have filed applications for open-access programs and have also elected to
provide open-access transportation on an interim basis, penging resolution by
FERC of specific operational, rate and other conditions of their proposed
programs.

A number of the customers of the Company are substituting
customer-owned gas for gas purchases from the Company, utilizing the
availability of pipeline transportation as well as the Company's own
transportation services. Under existing rates, the Company will experience no
loss of distribution margin due to customer shifts from gas service to
transportation service. The Company has utilizea the increased availability
of transportation to make purchases in the competitive spot market, thereby
reducing the average cost of gas that must be recovered from customers.

Despite the access to spot market supplies afforded by open-access
transportation, the Company is concerned because it is not known how the
changing use of pipelire services under the new open-access rules will affect
the security and reliability of long-term supplies from pipelines for
distributors. (See, page , Note (a).)

Under one feature of Order No. 436, a pipeline may seek to provide
transportation service directly to end-users. Such direct service by a
pipeline to an end-user would bypass the local dgistributor's service and
reduce its earnings. However, no such service has yet been proposed under the
new Rule for any customers of the Company. "

In December 1986, the FERC voted to deny rehearing of Order No. 451,
which raised the ceiling prices permittea to be paid for all categories of
"o0ld" gas, still regulated under the NGPA, to that of the highest-priced old
gas category. The Rule also established a "good faith negotiation" procedure
by which producers of such gas may seek increased prices up toc the new
ceiling. A portion of contracted gas reserves of the pipeline suppliers for
the Company is subject to this Rule. At this time, the Company cannot
determine the ultimate impact on customers gas bills of Order No. 451, which
is on appeal to the Federal courts. However, rates will not be affected
during this winter.

GAS SUWPPLY ADVANCES AND INVESTMENTS

During the natural gas shortage of the 1970's, the Company undertook
several programs to augment its gas supply. From 1571, the Company, with
Commission approval, made advance payments through a pipeline supplier and
equity investments in gas and oil exploration and development ventures. At
September 30, 1986, $1.6 million in advances and equity investments remain
outstanding. The Company 1s allowed by the Commission to include such
advances and investments in the rate base and treat any profits or losses as
utility transactions. See Note (1ll) of Notes to Consolidated Financial
Statements for information on the Company's exploration subsidiary.



ITEM 1. BUSINESS (Continued)

CURRENT GAS SUPPLY

The following tabulation shows the expected peak-day availability of gas

in thousand cubic feet (Mcf) during the 1986-87 heating season:

Peak-Day Year of
Availability Contract
(Mcf) Expiration
Source
Flow Gas
Natual'.....'....l.ltl. ............ LR B BN BN BN ) 135’371 1990 (a)
Company (LP).ueeevsecnsaccsesnssassssnnoas 60,000
195,371
Storage Gas
Natual oooooooooo s 00 s s0cn00 e se s e s v 97, 153 (b) 1987-1995 (a)
Peoples Gas (Manlove).....cceeeee cessesans 59,000 (c) 1987
156,I53
Total expected peak-day availability.... 221,024 (d)

(a) Natural Gas Pipeline Company of America (Natural) may not terminate service
at the expiration of service agreements without receiving prior
authorization from the FERC.

(b) The Company has storage service withdrawals available from Natural of (1)
53,029 Mcf per day subject to maximum seasonal withdrawal of 30 times the
maximum daily withdrawal under a service agreement extending to 1990, (2)
6,657 Mcf per day under a service agreement extending to 1992, (3) 4,055 mcf
per day in the peak month, which is January, under a service agreement
extending to 1991, (4) 3,412 mMcf per day under a service agreement extending
to 1995, and (5) 30,000 Mcf per day under a service agreement expiring in
1987,

(c) The Company has a gas storage agreement with Peoples Gas which provides a
maximum withdrawal of 59,000 Mcf of storage service per day. The agreement
also makes available "needle peaking" capacity at the discretion of Peoples
Gas.

(d) See discussion of Order No. 436 under Fecderal Legislation and Regulation.



ITEM 1. BUSINESS (Continued)

CURRENT GAS SWPPLY (Continued)

The Company's sources of gas supply (including gas transported for
customers) in million cubic feet (MMcf) for the three fiscal years ended
September 30, 1986, 1985 and 1984 are as follows:

1986 1585 1984

Source:
Natural (a) 31,625 31,802 33,630
Other Suppliers (a) 1,194 - -
Peoples Gas - SNG (b) M4 841 738
Liquefied Petroleum Gas Produced 3 18 48
Customer Owned Gas - Received 17 - -
Underground Storage - Net (559) (207) (94)
Company Use, Franchise Requirements
and Unaccounted for Gas (148) (432) (658)
Total 33,076 32,022 33,624

(a) The Company is now making spot purchases. Such purchases are made on a
month-to-month basis where they produce a significant savings in gas
costs. (See discussion of Order No. 436 under, Federal Legislation ang
Regulation.)

(b) North Shore's service agreement with Peoples Gas which provided for the
purchase of 10 per cent of the production of Peoples Gas' SNG plant,
expired in fiscal 1986 and was not rerewed.



ITEM 2. PROPERTIES

All of the principal plants and properties of the Company have been
maintainec in the ordinary course of business ano are believed to be in
satisfactory operating condition. The following is a brief description of the
principal plants and operating units of the Company.

The distribution system of the Company, as of September 30, 1986,
consists of 1,695 miles of distribution mains and necessary pressure
regulators, approximately 96,000 services (pipe connmecting the mains with
piping on the customers' premises) and approximately 106,000 meters installed
on customers' premises. The Company has liquefied petroleum gasification and
storage facilities. It also owns and has a substantial investment in office
and service buildings, garages, repair shops and motor vehicles, together with
the equipment, tools and fixtures necessary to conduct its business.

Most of the principal plants and properties of the Company, other
than mains, services, meters, regulators and cushion gas in underground
storage, are located on property owned in fee. Substantially all gas mains
are installed in public streets, alleys and highways, or under property owned
by others under grants of easements. Meters and house regulators in use and a
portion of services are located on premises being served.

Substantially all of the physical properties now owned or hereafter
acquired by the Company are subject to (a) the acirect, first mortgage lien of
the Company's Mortgage to the Continental Illinois National Bank and Trust
Company of Chicago, Trustee, to secure the principal amount of the Company's
First Mortgage Bonds outstanding at September 30, 1986 and (b) in certain
cases, other exceptions ana defects which do not interfere with the use of the
property.

ITEM 3. LEGAL PROCEEDINGS

There are no material legal proceedings pending to which the Company
is a party. ‘

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECWRITY HQLDERS

None.



PART 11

ITEM 5.

MARKET FOR THE COMPANY 'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS
The Company is a wholly-owned subsidiary of Peoples Energy.
ITEM 6, SELECTED FINANCIAL DATA
For fiscal years ended September 30, 1986 1985 1984 1583 1982
OPERATING RESULTS (thousands)
Operating Revenues:
Residential $ 96,265 $ 99,472 § 98,818 § 85,984 $ 90,465
Commercial 38,133 40,837 40,319 35,532 36,325
Ingustrial 30, 409 34,052 32,765 29,845 27,994
Transportation of customer-
owned gas 7 - - - -
Other S44 966 1,199 1,374 1,708
Total Operating Revenues 165, 758 175, 327 173,101 7152,73% 156, 452
Less - Gas costs l?§,893 118,789 122,314 108,049 109,629
- Revenue taxes 094 12,026 11,598 10, 541 11,045
Net Operating Revenues $ 45,771 § 44,512 § 39,189 § 34,145 § 35,814
Net Income Applicable
to Common Stock $ 8,900 $ 8,782 $ 6,847 § 4,549 § 5,715
TGAS SOLD AND TRANSPORTED (million cubic feet)
Residential 18,161 17,209 18,323 16,378 18,777
Commercial 8,090 7,946 8,377 7,563 8,361
Industrial 6,806 6,867 6,924 6,369 6,374
Transportation of customer-
owned gas 19 . - - - -
Total 33,076 52,022 33,624 30, 310 33,012
NUMeER OF CUSTOMERS (average)
Residential 96,281 94,393 93,126 92,256 91,769
Commercial 5,962 5,769 5,595 5,487 5,356
Industrial 717 700 - 695 655 631
Transportation 1 -~ -- -- -=
Total “102,98T 100,862 ~ 99,416 98,398 57,756
DEGREE DAYS 6, 747 6,650 7,177 6,235 7,220
Per cent of normal (6,455) 105 103 111 97 112
ASSETS (thousands)
Property, plant and equipment $138,601 $128,767 $121,629 §$1ll6,888 8110,99;
Less-Accumulated depreciation 45,299 41,803 38,477 35,873 32,54
Net Property, Plant and Equipment $I%.307 T BE9E TR TALCIS 58
Capital expenditures - construction $ 10,80 §$ 8,072 ¢ 6,186 §$ 6,480 $ 4,869
Total Assets _ $123,957 $130,756 $122,780 $131,546 $126,041
CAPITALIZATION AT YEAR END (thousands)
Common equity $ 44,295 $ 41,157 § 39,086 § 37,824 § 36,937
Preferred stock 3,000 4,000 5,000 6,000 7,000
Long-term debt 27,625 33,082 38,494 39,936 41,204
Total T 74,520 3 76,275 T 8,560 § 63,760 3 85,141
CAPITALIZATION RATIOS AT YEAR END (per cent)
Common equity 59 53 47 45 43
Preferred stock 4 5 é 7 8
Long-term debt 37 42 47 48 49
Total 100 100 100 100 100

The Company is a wholly-ownec subsidiary of 5eoplesﬁergy; therefore, cash aivicends
declared per share and earnings per share are omitted.

-9 -
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF RESULTS OF GPERATIONS AND
FINANCIAL CONDITION

Results of Operations

Net income applicable to common stock increased by $118,000 in 1586
mainly due to coloer weather than the prior year. The increase in 1985 was
mainly due to a rate increase which became effective in late 1984. This
increase was offset, in part, by a reduction in gas sales due to warmer
weather than in 1584,

Weather variations affect the volumes of gas sold for heating and,
therefore, can have a significant impact on ret income. The effect on net
income of the major operating cost - that of gas purchased or produced - is
mitigated because such costs are recovered from customers through the gas cost
recovery provision in the Company's rate schedules. A summary of significant
variations in income is presented below, with explanations following:

Fiscal 1986 Fiscal 1585

Over 1985 Over 15984
(Thousands of dollars) Amount % Amount %
Net operating revenues* $1,259 2.8 $5,323 13.6
Operation and maintenance expenses 1,434 8.3 (436) (2.4)
Income taxes (582) (6.2) 2,383 34,1
Other income (205) (12.6) (515) (24.0)
Net Income Applicable to

Common Stock 118 1.3 1,935 28.3

* Operating revenues net of gas costs and revenue taxes.
( ) Denotes red figure.

The increase in 1986 net operating revenues results mainly from
colder weather than in the prior year. The increase in 1985 results mainly
from a rate increase which became effective late in 1984, offset in part, by
weather that was warmer than the previous year.

The increase in operation and maintemance expenses for 1986,
primarily is due to increased costs of materials and services, higher labor
costs reflecting higher wages and increased collection-related expenses.

The change in income taxes in both periods mainly reflects changes in
pre-tax income,

The decrease in other income in both periods is mainly due to lower
interest rates.

Liquidity and Capital Resources

The Company has access to outside capital markets and to internal
sources of funds that together shoula provide sufficient resources to meet
capital requirements. The Company does not anticipate any changes that
materially would alter its current liquidity position.

- 10 -
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS CF OPERATIONS AND
FINANCIAL CONDITION (Continued)

Liquidity and Capital Resources (Continued)

Due to the seasonal nature of gas sales, a major portion of cash
collections occurs between November ana April. Because of timing gifferences
in the receipt and disbursement of cash, ana the level of construction
requirements, the Company may borrow on a short-term basis. Short-temm
borrowings are either repaid with cash from operations or refinanced on a
permanent basis with debt and/or equity, depending on money-market conditions
and capital structure considerations.

On September 15, 1986, North Shore receemed, at par, $3.0 million of
its First Mortgage 12% Bonds, Series H, due September 15, 1995. The redemption
was effected by a scheduled sinking fund payment of $1.5 million plus an
optional sinking fund payment of 3$1.5 million.

ARdditional bonds are issuable, upon Commission approval, subject to
limitations by certain restrictive provisions of the open-end mortgages ana
supplements thereto. Short-term cash needs are met through borrowing
arrangements with banks and/or the issuance of commercial paper. See Note (9)
of Notes to Consolidated Financial Statements.

Capital expenditures for additions, replacements and improvements of
the utility plant were $10.8 million in 1986, $8.1 million in 1985 and $6.2
million in 1984. Total capital expenditures for fiscal 1987 are estimated to
be $14.4 million.

The impact of the Tax Reform Act of 1986 is not expected to have a
material effect on the Company's cash flow.

See Note (14) of Notes to Consolidated Financial Statements for an
estimate of the impact of inflation on the Company.



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Public Accountants

Statements of Consolidated Income for the fiscal years
ended September 30, 1986, 1985 and 1984

Statements of Consolidated Retained Earnings for fiscal
years ended September 30, 1986, 1985 and 1984

Consolidated Balance Sheets as of September 30, 1986 and 1985

Consolidated Capitalization Statements as of September 30, 1986
and 1985

Consolidated Statements of Changes in Financial Position
for the fiscal years ended September 30, 1986, 1985 and 1984

Notes to the Consolidated Financial Statements

Selected Quarterly Financial Data

ITEM 9. DISAGREEMENTS ON ACCOUNTING ANO FINANCIAL DISCLOSURE

Not applicable.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To North Shore Gas Company:

we have examined the consolidated balance sheets and capitalization
statements of North Shore Gas Company (an Illinois corporation, hereinafter
referred to as the Company and a wholly-owned subsidiary of Peoples Energy
Corporation) and subsidiary companies as of September 30, 1986 and 1985, and
the related statements of consolidated income, retained earnings and changes
in financial position for each of the three fiscal years in the period ended
September 30, 1986. Our examinations were made in accordance with generally
accepted auditing standards and, accordinmgly, included such tests of the
accounting records and such other auditing procedures as we consicered
necessary in the circumstances.

In our opinion, the consolidated financial statements referred to
above present fairly the financial position of the Company and subsidiary
companies as of September 30, 1986 and 1985, and the results of their
operations and changes in financial position for each of the three fiscal
years in the period ended September 30, 1986, in conformity with generally
accepted accounting principles applieo on a consistent basis.

Our examinations were made for the purpose of forming an opinion on
the basic financial statements taken as a whole. The financial statement
schedules listed in Item l4(a)2 are presented for purposes of complying with
the Securities and Exchange Commission's rules and regulations under the
Securities Exchange Act of 1934 and are not part of the basic financial
statements. These schedules have been subjected to the auditing procedures
applied in the examinations of the basic financial statements and, in our
opinion, fairly state in all material respects the fimancial data requirea to
be set forth therein in relation to the basic financial statements taken as a
whole.

ARTHUR ANDERSEN & CO.

Chicago, Illinois
November 5, 1986



North Shore Gas Company

STATEMENTS OF CONSOLIDATED INCOME
(Thousands of Dollars)

For fiscal years ended Sectember 30,

1986 1585
CPERATING REVENLES: o

Gas sales $164,807 $174, 361
Other 951 966
Total Operating Revenues 165,758 175,327
CPERATING EXPENSES:
Gas costs 108,893 118,789
Operation 16,345 15,258
Maintenance 2,453 2,106
Depreciation 4,343 4,106
Taxes - Income 8, 789 9,371
- State and local revenue 11,094 12,026
- Other 1,362 1,339
Total Operating Expenses 153,279 162,995
OPERATING INCOME 12,479 12,332
OTHER INCOME:
~ Interest income 1,234 1,491
Miscellaneous 190 138
Total Other Income 1,424 1,629
GROSS INCOME 13,903 13,961
INCOME DEDUCTIONS:
Interest on long~term debt 3,52 3,693
Other interest ' 1,080 1,005
Amortization of debt discount and expense 23 24
Miscellaneous 1 -
Total Income Deductions 4,625 4,722
NET INCOME 9,278 9,239
Preferred stock dividends | 378 457
e
NET INCOME APPLICABLE TO COMMON STCCK 58,900 $ 8,782

1984

$171,902
—1,199

173,101

122,314
15,698
2,102
3,891
6,968
11,598
1,325

163,916

9,185

2,051
93

3,795

3,947

7,382

535

P 6,847

STATEMENTS OF CONSOLIDATED RETAINED EARNINGS
(Thousands of Dollars)

For fiscal years ended September 30,

_1986 _ 1985

BALANCE AT BEGINNING OF YEAR $ 16,440 $ 14,329
Add - Net income 9,278 9,239
Deduct - Dividends on common stock 5,802 6,671
-~ Dividends on preferred stock 378 457

BALANCE AT END OF YEAR $19.538  £16.440

1984

$ 13,067
7,382
5,585

535

$.04.320

The accompanying notes are an integral part of these statements.
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Narth Shore Gas Company

CONSOLIDATED BALANCE SHEETS
housands of Dollars)

As of September 30,

1986 1985
PRCPERTIES AND OTHER ASSETS
CAPITAL INVESTMENTS:
Property, plant and equipment, at original cost $138, 601 $128, 767
Less - Accunmulated depreciation 45,299 41,803
93,302 86, 964
Gas supply advances and investments 1,564 1,850
TOTAL CAPITAL INVESTMENTS 94, 866 88,814
CURRENT ASSETS:
Cash 769 1,592
Temporary cash investments, at cost that
approximates market value - 12,000
Receivables -~
Customers, net of allowance for uncollectible
accounts of $634 and $714, respectively 5,338 5,455
Other 222 115
Materials and supplies, at average cost 1,396 1,323
Gas in storage, at last-in, first-out cost 20,136 18,956
Gas costs recoverable through rate adjustments 5 1,560
Prepayments 443 209
TOTAL CURRENT ASSETS 28,309 41,210
DEFERRED CHARGES 782 732
TOTAL PROPERTIES AND OTHER ASSETS $123.957 $130,756
CAPITALIZATION AND LIABILITIES .
CAPITALIZATION (see accompanying statement) $ 74,920 $ 78,279
CURRENT LIABILITIES: :
Accounts payable 7,503 9,519
Dividends payable on preferrea stock 10 20
Customer deposits 4,819 5,173
Sinking fund payments and maturities
Long-term debt 3,707 4,912
Redeemable cumulative preferred stock 1,000 1,000
Accrued taxes 1,092 989
Gas sales revenue refunaable 9,828 10,0321
Accrued interest 280 367
TOTAL CURRENT LIABILITIES 28,239 32,011
RESERVES AND DEFERRED CREDITS:
Deferred income taxes - primarily accelerated depreciation 15,030 14,500
Investment tax credits being amortized over the average
lives of related property 5,140 5,198
Other 628 768
TOTAL RESERVES AND DEFERRED CREDITS 20,798 20, 466
TOTAL CAPITALIZATION AND LIABILITIES $122.557 $120,756

The accompanying notes are an integral part of these statements.

- 15 -
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North Shore Gas Company

CONSOLIDATED CAPITALIZATION STATEMENTS

(Thousanas of Dollars)

COMMON STOCKHOLDER'S EQUITY:
Common stock, without par value
Authorized 5,000,000 shares,
Outstanding 3, 625,887 shares
Retained earnings (see accompanying statement)

TOTAL COMMON STOCKHOLDER'S EQUITY

REDEEMABLE CUMULATIVE PREFERRED STOCK:
Exclusive of sinking fund payments, due within one year
Authorized 200,000 and 210,000 shares, respectively,
par value $100
7-7/8% Series, 0 and 10,000 shares outstanding,
respectively
9% Series, 30,000 shares outstanding

TOTAL REDEEMABLE CUMULATIVE PREFERRED STOCK

LONG-TERM DEBT:
Exclusive of sinking fund payments and maturities)
due within one year
First mMortgage Bonds -
5% Series C, due December 1, 1986
9-1/2% Series £, due February 1, 1995
8-3/8% Series F, due October 1, 1998
8-3/8% Series G, due February 15, 1992
12 Series H, due September 15, 1995

TOTAL LONG-TERM DEBT
TOTAL CAPITALIZATION

As of September 30,

1566 1985
$ 24,757 $ 24,757
19,538 16,440
44,295 41,197
- 1,000
3, 000 3,000
3,000 4,000
- 1,607
6,625 6,625
7, 500 7, 750
3,000 3,600
10, 500 13, 560
27,625 33,062
76,920  §.78,279

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Thousands of Dollars)

FUNDS PROVIDED:
Net income
Add - Principal items not requiring
current outlay of funcs
Depreciation

Deferred income taxes - primarily accelerated

depreciation
Deferred investment tax credits - net

TGTAL FUNDS PROVIDED FROM OPERATIONS

Other
TOTAL FUNDS PROVIDED

FUNDS APPLIED:

Capital expenditures - construction
Reduction of:

Long-term debt

Preferred stock
Dividends on common stock
Dividends on preferred stock
Decrease in working capital
Other

TOTAL FUNDS APPLIED

INCREASE (DECREASE) IN WORKING CAPITAL, EXCLUSIVE
OF CLRRENT MATURITIES OF LONG-TERM DEBT AND
SINKING FUND PAYMENTS, BY COMPONENT:

Cash and temporary cash investments
Receivables and payables - net

Gas in storage

Rate adjustments refundable or recoverable
Accrued taxes

Customer deposits

Materials and supplies

Other

DECREAE IN WORKING CAPITAL

For fiscal years ended September 30,

1986 1985 1584
$ 9,278 $ 9,239 $ 7,282
4,343 4,106 3,851
1,264 1,353 1,12
13 430 345
14,898 15,128 12,740
-- 591 789
$.44,858 L5713 342,222
$ 10,810 $ 8,072 $ 6,186
6, 662 1,444 1,443
1,000 1,000 1,00C

S, 802 6,671 5,585
378 - 457 535
(10, 333) (1,925) (1,220)
579 - --
$14,898  Sl5.715 13,529
$(12,823) $ 3,847 $(9,802)
2,016 850 3,682
1,180 116 (146)
(1,353) (3,947) 2,116
(103) (1,990) 2,549
355 (322) (129)

73 (576) 136
322 97 (26)
10, 333 $(1,925) $(1,220)

The accompanying notes are an integral part of these statements.

( ) Denotes red figure.

-V -
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(1)

North Shore Gas Company

STATEMENT OF MANAGEMENT

These financial statements were preparea by management, which is
responsible for their integrity and objectivity. The statements are in
conformity with generally accepted accounting principles and, as such,
reflect judgments made by management.

Based upon the Company's accounting and internal control
systems, along with ongoing internal audit programs, management believes
that the accounting records are reliable for the purpose of preparing
financial statements, and assets are appropriately safeguarded against
loss from unauthorized use.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

a. Principles of Consolidation

All subsidiaries of the Company are included in the consolidated
financial statements. All significant intercompany transactions have
been eliminated in consolidation. Certain items previously reported for
years prior to 1986 have been reclassified to conform with the current-
year presentation.

b. Property, Plant and Equipment

Property, plant and equipment is stated at original cost and
includes appropriate amounts of payroll taxes, employe-benefit costs,
adninistrative costs, and an allowance for funds used during
construction.

c. Allowance for Funds Used During Construction

The assumed cost of all funds used to fimance substantial and
lengthy construction is capitalized as a cost element of Utility Plant,
with an offsetting credit to Other Income. Under established regulatory
practices, the Company is permitted to include in its rates a fair
return on, and the recovery of, these capitalized costs by including
them in rate base and in the provision for depreciation.

There was no allowance for funds used during construction in
fiscal years 1986, 1985 and 1984.

d. Malntenance and Depreciation

It is the practice of the Company to charge to maintenance the
cost of repairs, renewals, and improvements amounting to less than
retirement units of property. When depreciable property is retired, its
original cost -is charged to the accumulated provision for depreciation.

The provision for depreciation substantially reflects the
systematic amortization of the origimal cost of depreciable property
over the estimated useful lives on the straight-line method.

- 18 -
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(1)

North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

d. Maintemance and Depreciation (Continued)

Additionally, actual dismantling cost, net of salvage, is included in the
provision for depreciation in the month incurred. The amounts provided are
designed to cover not only losses due to wear and tear that are not
restored by maintenance, but also losses due to obsolescence and inadequacy.

The provision for depreciation, expressed as an annual percentage
of original cost of depreciable property, approximated 3.7%, 3.7% ana 3.6%
for fiscal years 1986, 1985 and 1984, respectively.

e. Recovery of Gas Costs

Under the tariffs of the Company, the difference for any fiscal year
between costs recoverable through the Gas Charge and the revenues billed to
customers under the Gas Charge is refunded or recovered over a l2-month
billing cycle beginning the following January 1. Consistent with these
tariff provisions, such difference for any month is recorded either as a
current liability or a current asset (with a contra entry to gas costs),
and the fiscal-year balance is amortized over the 12-month period beginning
the following January 1.

f. Gas in Storage

, Storage injections are priced at the fiscal-year average of demand
and commodity costs of natural gas purchased ana synthetic natural gas
(SNG) purchased. Withdrawals from storage are priced on the last-in,
first-out (LIFO) method. The estimated current replacement cost of gas in
inventory exceeded the LIFO cost by approximately $30 million anc $37
million at September 30, 1986 and 1985, respectively.

g. Taxes

For federal and Illinois income-tax purposes, for periods prior to
January 1, 1981, the Company adopted liberalized methods of computing
depreciation on property aaditions after December 31, 1953, ang the Asset
Depreciation Range (ADR) system on property additions after December 31,

-1970. For periods after December 31, 1580, the Company is utilizing the

Accelerated Cost Recovery System (ACRS).

Deferred income taxes for the difference between tax depreciation
computed on these methods and straight-line depreciation are charged to
income and credited to accumulated deferred income taxes. This account is
charged when liberalized, ADR, or ACRS tax depreciation becomes less than
straight-line depreciation.

The investment tax credits have been deferred and are being
amortized through credits to income over the book lives of related
property. The Tax Reform Act of 1986, signed into law on October 22, 1986,
repeals the investment tax credit for property placed in service after
December 31, 1985, subject to certain transition rules.

-5 -
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(2)

North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

At September 30, 1986, the cumulative net amount of timing
differences for which deferred income taxes have been over proviged is
approximately $1 million.

The preceding deferred-tax and tax-credit accounting conforms with
regulations of the Commission.

PENSION PLANS AND POST-RETIREMENT BENEFITS

The Company participates in two defined benefit pension plans
covering substantially all employes. Total pension expenses for fiscal
years 1986, 1985, and 1984 were $1.3 million, $1.2 million, anao $1.1
million, respectively.

The Company has made anmual contributions to the plans equal to the
amounts accrued for pension expenses, including amortization of past
service costs over periods varying from 15 to 25 years. Accumulated plan
benefit information, as furnished by consulting actuaries, ana plan net
assets for the Company's pension plans are:

As of October 1

1985 1584

(Millions)
Actuarial present value of accumulated plan benefits:
Vested $16.7 $14.4
Nonvested 1.5 1.4
$£02.8
Net assets available for benefits $20.8 $12.7

The assumed rate of return used in detemmining the actuarial
present value of accumulated plan benefits was 6.5 per cent for both 1985
and 1984.

In addition to providing pension benefits, the Company provides
certain health-care and life-insurance berefits for retired employes.
Substantially all employes may become eligible for such benefit coverage
if they reach retirement age while working for the Company. The costs of
providing these benefits, which are unfunded, are expensed on the
Company's books when paid and amounted to $154,000 for fiscal 1986.

In December 1985, the FASB issued a new statement entitled
"Employers' Accounting for Pensions,” which supersedes previous pension
accounting standards and will be effective for fiscal years beginning
after December 15, 1986. This statement prescribes a standardizeg method
for measuring net periodic pension costs, expanded footnote disclosures,
and, in some cases, recognition of a pension liability. The Company plans
to adopt this statement in fiscal 1987.

-20 -
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North Share Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(3) COVENANTS REGARDING RETAINED EARNINGS

The Company's Indenture relating to the First Mortgage Bonds and
the Stock Purchase Agreements relating to the Cumulative Preferrea Stock
contain provisions and covenants restricting the payment of cash divigends

and the purchase or redemption of capital stock.

At September 30, 1986,

such restrictions amounted to $5.3 million out of total retained earnings

of $19.5 million.

(4) TAX MATTERS

Provision for lncome laxes

For fiscal years ended September 30, 1986 1985 1984
(C00"s)
Current:
Federal $ 6,497 $ 6,554 $ 4,658
State 1,015 1,034 863
Total current income taxes 7,512 7,588 5,521
Deferred, net - Primarily accelerated depreciation
Federal 1,102 1,181 980
State 162 172 142
Total deferred income taxes - Primarily
accelerated depreciation 1,264 1,353 1,122
Investment tax credits - net:
Federal (21) 395 325
State 34 35 20
Total investment tax credits - net 13 430 345
Total provision for income taxes $ 8,785 $ 9,271 $ 6,588
Included in operating expenses as
taxes - income 8, 789 7 588

( ) Denotes red figure.

Total investment tax credits excludes $.4 million generated after the
This amount has

effective date of the repeal under the Tax Reform Act of 1986.

been included in current federal income tax expense.



North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(4) TAX MATTERS (Continued)

The following is a reconciliation between the computed federal income tax
expense (statutory rate of 46 per cent times pre-tax income) ang the total
provision for federal income tax expenses:

For fiscal years ended .
September 30, 1986 1985 1964
Per Cent Per Cent - Per Cent
Amount of Pre-tax Amount of Pre-tax Amount of Pre-tax
(000's) Income (000's)  Income (00U' s) Income

Computed federal
income tax expense $7,754 46.0 $7,990 46.0 $6,139 46.0

Amortization of
investment tax
credit (249) (1.5) (241) (1.4) (235) (1.8)

Book depreciation
over depreciation

used in tax provision 75 0.5 78 0.5 60 0.5
Other (2) -- 303 1.7 (1) --
Total provision :

for federal '

income taxes $7,578 45,0 $8.120 46,8 $5,963 44.7

( ) Denotes red figure.

Tax returns for 1980 through 1982 have been audited by the Internal Revenue
Service and a tax deficiency of approximately $508,000 has been proposed. Issues
are being contested, and the potential impact on net income is not believeg to be
material since the issues consist of income tax provision timing aifferences.

Tax returns for 1983 and 1984 are'currently under auait by the Internal
Reverue Service.

(5) DEFERRED CHARGES

As of September 30,

1986 1985
(000" s)

Interest on gas sales revenue refundable $463 $419
Debt expense being amortized over the lives of

outstanding issues 174 198

Energy Conservation Plan expenses 110 78

Other 35 37

o=

-27-
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continueg)

COMMON STCCK

No common stock was issued during the fiscal years 1984 through
198s.

REDEEMAELE CUMULATIVE PREFERRED STOCK

7.875% 9.0%
Series Series
Year of issue 1977 1980
Shares outstanding 10,000(a) 30,000
Involuntary liquidation preference (000's) $ 1,000 $ 3,000
Annual dividends. per share $ 7.875 $ 95.00
Redemption options:
Currently effective redemption price per share $100.00 (b)
Redemption price per share decreases
annually to issue price by (year) - (b)
Redemption through certain refunding operations not
permitted prior to (year) - 1990

(8)

(9)

(a) Shares outstanding were reouced by 10,000 during fiscal
1986 to meet sinking fund requirements.
(b) Not currently redeemable at the option of the Company.

SINKING FUND REQUIREMENTS

Sinking fund requirements of preferred stock outstanding at
September 30, 1986, are $1.0 million for fiscal year 1987. There are no
sinking fund requirements for fiscal years 1588 through 1990 and $3.0
million for fiscal year 1991.

Sinking fund requirements and maturities of long-term debt
outstanding at September 30, 1986, for fiscal years 1987 through 1991 are
$3.7 million for 1987 and $2.4 million for 1988 and $2.6 million each year
for 1989 through 1991.

SHORT-TERM BORROWING AND COMPENSATING BALANCES

Short-term cash needs of the Company are met through bank loans
and/or the issuance of commercial paper. The outstanding total amount of
these borrowings cannot at any time exceed total bank creait then in
effect.



(9)

(10)

(11)

(12)

(13)

North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SHORT-TERM BORROWING AND COMPENSATING BALANCES (Continued)

Ouring fiscal 1986, Peoples Gas maintained $100 million in bank
credit through an irrevocable revolving credit agreement. This amount was
reduced to $63 million for fiscal 1987 and 1988, as projected short-term
credit requirements used to support the long-term status of certain
Adjustable-Rate Mortgage Bonds of Peoples Gas have been reduced. The
Company may borrow up to $15 million.

Payment for the revolving credit agreement with the banks is

through compensating balances and/or fees. There were no legal
restrictions on withdrawal of compensating balances.

ASSETS SUBJECT TO LIEN

The Indenture of Mortgage, dated April 1, 1955, as supplemented,
securing the First Mortgage Bonds issued by the Company, constitutes a
direct, first-mortgage lien on substantially all property owned by the

Company .

EXPLORATION SUBSIDIARY

North Shore Exploration Company, a wholly-owned subsidiary of the
Company, was formed in 1973 to engage, directly or indirectly, in lease-
acquisition and exploration and development programs. The exploration
unit has made investments totaling $4.1 million and through September 30,
1986, has amortized $3.4 million. The Company is allowed by the
Commission to include such investments in its rate base ang treat any
profits or losses as utility transactions.

TEMPORARY CASH INVESTMENTS

Temporary cash investments at September 30, 1985, consistea of
Eurodollar Deposits maturing October 1, 1985.

LEGAL PROCEEDINGS

There are no material legal proceedings pending to which the
Company is a party.

u X



North Shore Gas Company
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(14) EFFECT OF CHANGING PRICES (Unaudited)

Consolidated financial statements in this report reflect the
historical cost of Company assets. The following two tables were preparea in
accordance with the Financial Accounting Standards Board (FASB) reguirements
relating to changing price information. The tables provide an estimate of
the impact of inflation on the Company by presenting selectea information on
the basis of conventional historical cost and current cost. They should be
viewed as estimates of the approximate effect of inflation, rather than a
precise measure.

Current cost information reflects specific price changes from the
date of acquisition of the asset to the present. The Handy-whitman Ingex of
Public Utility Construction Costs was used to develop specific prices.

Under established regulatory practices, utilities gererally are
limited to recovery of historical cost of their properties in rates charged
to customers. Wwhen replacement of productive capacity is made by a utility,
resulting in a higher historical cost, that utility can file for recovery of
the increased depreciation expense ana a return on the higher cost of
replacement property. The amount by which the operating results are affected

*is dependent, in part, upon the timeliness and extent of such rate increases
and cannot be projected.

During periods of inflation, amounts recoverea from customers will
have less purchasing power than historical dollars invested. As a result,
excess cost of the utility plant - stated in terms of current cost over
historical cost - is reflected as an adjustment to net recoverable cost.

Part of the loss in purchasing power from amounts invested in utility assets
is offset by the use of long-term debt and other fixed-return securities to
finance a significant portion of these assets. The securities will be repaid
with dollars having less value than those received when the securities were
issued.

Depreciation expense was developed by applying historical
depreciation rates to various property accounts, after the accounts were
adjusted for specific price changes. Storage gas inventories anc gas costs
were not repriced because purchased gas costs are recovered dollar-for-dollar
through the gas-cost recovery process. In accordance with FASB guidelines,
income taxes have not been adjusted. .



North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(14) EFFECT OF CHANGING PRICES (Unauaited) (Continued)

Income Adjusted for the Effect of Changing Prices:

Current
Cost
(Millions)
Net income applicable to common stock as reported 59
Impact on net income due to additional depreciation
and adjustment to net recoverable costs (a) 3
Reduction in economic obligation to repay net
amounts owed 1
Specific price changes in excess of general price
level changes ' _(4)
Net erosion of reported net income -
Net income adjusted for the effect of changing
prices (b) 22

( ) Denotes red figure.

(a) At September 30, 1986; the current cost of property,.plant and
equipment, net of accumulated depreciation, in nominal dollars, was
$216 million.

(b) Reported net income adjusted only for the additional depreciation
and adjustment to net recoverable cost would be $12 million.

-.2€ -
>1



North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(14) EFFECT OF CHANGING PRICES (Unaudited) (Continued)

Five-Year Comparison of Selected Supplementary Financial Data Adjusted for
Effects of Changing Prices in Average 1986 Dollars:

For fiscal years ended September 30
1586 I§és 1584 1983 1582

(Millions)
Operating revenues - As reported $ 166 & 175 § 173 & 153 §& 157

- In average :
1986 dollars § 166 § 179 § 184 $ 169 § 180

Current Cost Information:

Depreciation expense $ 10 & 10 8 10 § 9 § 10

Specific price changes in excess of

general price-level changes $ (WS 1 8 38 (LS 3
Net income adjusted for all

effects of changing prices $ I 8 § 6 § 4 % 5
Net assets at year-end $ 44 $ 42 & 40 $ 41 % 4l
General Information:
Reduction in economic obligation to

repay net amounts owed $ 1 5 1 8 2 % 1 8 2
Average consumer price index 327.3 319.4 308.1 296.0 286.0
Year-end consumer price index 330.2 324.5 314.5 301.8 293.3

( ) Denctes red figure.



North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continueaq)

(15) SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

Operating Operating

Revenues Income
's
First Quarter
1986 $ 45,575 $ 3,738
1985 47,746 3,709
Second Quarter
1986 73,719 7,259
1985 79,818 7,404
Third Quarter
1986 30,101 1,580
1985 31,178 1,538
Fourth Quarter
1986 16,363 (98)
1985 16,585 (319)
Fiscal Year
1986 165,758 12,479
1985 175,327 12,332

Net Income
Applicable
to Common

__Stack

2,575

6,295
6,375

968
884

(1,030)
(1,052)

( ) Denotes red figure.




PART III

ITEM 10. DOIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

IDENTIFICATION OF DIRECTORS

Company
Name, Principal Occupation Age at Directorship
and Other Directorships 11-30-86 Since

Louis C. Baldacci, Jr. 61 1976
President and Chief Operating Officer of
the Company, Peoples Energy ana Peoples Gas;
Director of Peoples Energy and Peoples Gas.

J. Bruce Hasch 48 1986
Executive Vice President of the Company,
Peoples Energy and Peoples Gas;
Director of Peoples Gas

James Hinchliff 46 1985
Vice President and General Counsel
of the Company, Peoples Energy and
Peoples Gas; Director of Peoples Gas.

Donald G. Holm 59 1582
Vice President, Secretary and Treasurer
of the Company, Peoples Energy and Peoples Gas;
Director of Peoples Gas.

Masao Igasaki, Jr. 61 1982
Vice President of the Company and Peoples Gas;
Vice President and Controller of Peoples Energy;
Director of Peoples Gas.

Richard €. Terry 49 1982
Executive Vice President of the Company,
Peoples Energy and Peoples Gas;
Director of Peoples Energy and Peoples Gas.

Eugene A. Tracy 58 1978
Chaiman of the Board and Chief Executive
Qfficer of the Company, Peoples Energy
and Peoples Gas; Director of LaSalle
National Bank.

30



ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY (Continued)

IDENTIFICATION OF EXECUTIVE OFF ICERS

Louis C. Baldacci, Jr.

Patrick J. Doyle
J. Bruce Hasch

James Hinchliff
Donald G. Holm

Masao Igasaki, Jr.
John A. Lawrisuk
Ruel F. Lehman, Jr.
Michael S. Reeves
Richard E. Terry

Eugene A. Tracy

Position at Age at Position
Novermber 30, 1986 11-30-86 Held Since
President and Chief 61 1985
Operating Officer
Vice President 49 1985
Executive Vice President 48 1985
Vice President and 46 1984
General Counsel
Vice President,
Secretary and Treasurer .59 1981
Vice President 61 1977
Vice President 58 1981
Vice President 63 1975
Vice President 51 1977
Executive Vice President 49 1984
Chairman of the Board 58 1981

and Chief Executive
Officer

Directors and executive officers of the Company were elected to serve
for a term of one year or until their successors are duly elected and

qualified.

There are no family relationships between directors and executive

officers of the Company.

All of the directors and executive officers of the Company have been
continuously employed by the Company and/or its affiliates in various
capacities for at least 10 years.



ITEM 11, EXECUTIVE COMPENSATION

The executive officers of the Company serve both the Company and its
affiliate Peoples Gas. Remuneration is paid by Peoples Gas with appropriate
amounts billed to the Company for the time such officers serve North Shore.
The Company was billed $342,503 for the services of these officers auring
fiscal 1986, including approximately $63,000 for the services of Mr. Tracy.
No other executive officer's cash remuneration for service to North Shore
exceeded $60,000. Information regarding executive compensation paid by
Peoples Gas and its affiliates to Peoples Gas officers is set forth in the
Annual Report of Peoples Gas on Form 10-K for the fiscal year ended September
30, 1986.

Compensation of Directors

All directors of the Company were officers of the Company who
received no compensation for serving as directors.

ITEM 12, SECWRITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

SECLRITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

As of November 30, 1986, voting securities of the Company were owned

as follows:
Type of Number of Per Cent
Name and Address Qwnership Shares Owned Class

of

Common Stock without par value

Peoples Energy Corporation Owned Both of
122 South Michigan Avenue .Record and 625,887 200X
Chicago, Illinois 60603 Beneficially

Redeemable Cumulative Preferred Stock, $100 Par Value

SAFINSCO Owned of Record(a) 8,333 20.8%
Seattle First National

Bank
Box 12657
Seattle, WA 98111
National Union Fire Owned Both of

Insurance Company Record and 1,667 4.2%
70 Pine Street Beneficially
New York, New York 10270
GMAC Commercial Corporation Owned Both of 30,000 75.0%
General Motors Building Record and
3044 west Grand Boulevard Beneficially
Detroit, Michigan 48202

Total 40,000 Lo

(a) Beneficially owned by SAFECO Insurance Company of America
SAFECO Plaza
Seattle, washington 98185

-2 -
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT (Continuea)

SECURITY OWNERSHIP OF MANAGEMENT

No equity securities of the Company are beneficially owneg directly
or indirectly by any director or officer of the Company.

Information regarding Common Stock, without par value, of Peoples
Energy beneficially owned directly or inairectly by directors and executive
officers of the Company is set forth in the Annual Report of Peoples Gas on
Form 10-K for the fiscal year ended September 30, 1986.

CHANGES IN CONTROL

Nom .

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

None,

-2 .
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PART IV

ITEM 14, EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) 1. Financial Statements:
See Part II, Item 8.

2. Financial Statement Schedules:

Schedule
Number
v Property, Plant and Equipment at Original Cost
vI Accumulated Provision for Depreciation of
Property, Plant and Equipment
VIII vValuation and Qualifying Accounts
IX Short-Term Borrowings
X Supplementary Income Statement Information

3. Exhibits:
See Exhibit Index on page 42.

(b) Reports on Form 8-K filed during the final quarter of fiscal year 1986:

None.

12

34
36

39
40



NUILI JHULE UdS LOWPARY diiu dubslulary Lompanies Schedule V
v Page 1 of 2
PROPERTY, PLANT AND EQUIPMENT, AT QRIGINAL COST
(000*s)
Column A Column B Column C Column D Column E Column F
Balance Transfers Balance
- at beginning Additions between at end of
Classification of period at cost Retirements accounts period
Fiscal Year Ended Septesber 30, 1986
Public utility facilities:
Gas plant in service -
Production plant $ 3,798 $ 45 $ -- $ - $ 3,843
Storage plant 6,793 478 -- -- 7,2N
Distribution plant 108,633 8,922 727 - 116, 828
General plant 7,087 1,098 249 -- 7,936
Construction work in progress 1,178 214 -- -- 1,392
Gas stored underground - Noncurrent 648 53 -- -= 701
Total public utility facilities 128,137 10,810 976 -- 137,971
Nonutility property 630 - -~ -- 630
Total property, plant and equipment, at
original cost $126,767 110,810 3976 - $136,601
Fiscal Year Ended September 30, 1985
Public utility facilities:
Gas plant in service -
Production plant $ 3,784 $ 14 $ -- $ -- $ 3,798
Storage plant 6,254 539 -- -- 6,793
Distribution plant 102,830 6, 385 582 -- 108, 633
General plant 6,791 648 352 -- 7,087
Construction work in progress 752 426 -- -- 1,178
Gas stored underground - Noncurrent 588 60 -- -= 648
Total public utflity facilities 120,999 8,072 934 -- 128,137
Nonutility property 630 -- -- -- 630
Total property, plant and equipment, at
original cost $121,629 $ 8,072 $ 934 ) S $128,767
- 34
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North Shore Gas Company and Subsidiary Companies Schedule ¥
Page 2 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST
(000°s)

Column A Column B Column C Column D Column E Column F

' Balance Transfers Balance
at beginning Additions between at end of

Classification of period at cost Retirements accounts period

Fiscal Year Ended Septesber 30, 1984

Public utility facilities:
Gas plant in service -

Production plant $ 3,778 $ 6 $ - $ -- $ 3,784
Storage plant 5,675 579 -~ -- 6,254
Distribution plant 99,327 4,217 776 62 102,830
General plant 6,347 1,175 73 -- 6,791
Construction work in progress 557 195 -- - 752
Gas stored underground - Noncurrent 574 14 -= -- 588
Total public utility facilities 116,258 6, 186 1,507 62 120, 999
Nonutility property 630 -- -- -- 630

Total property, plant and equipment, at

original cost $116,688 1 6186 31207 1__ 62 $121.629

-35.30




Tusm A

Descript ion

Pub)ic utility facilities:
Gas plant ia service -
Production plaat
Storage plamt
Distribution plant
General plant

Tota) asccumulation provision
for depreciation

Public utility facilfties:
Gss plant ia service -
Production plant
Storags plant
Distridution plant
Genera) plant

Total accumulation provision
for depreciation

Public utility facilities:
Gas plant in service (c)

( (

Korth re bLa: ang Jubyidiar anie:

ACCUMALATED PROVESION FOR DEPRECIATION OF PROPERTY, PLANY AND EQUIPMENT

(000* 5)
Colymn 8 Column C Coluen 0
Additions charged to Deduct retirements
B lance €osts and expenses (a) Retirement Stores and
at begimming Depreciation Clearing of property Cost of stscellaneous
ot pgriod gapense accounts at cost dismant)ing {salvage)

Fiscal Year Ended September 30, 1986

§ 2,00 $ 10 $ - y - b ' -
1,562 20 -- .- - e
35,711 3,744 -- 27 2N (8)
_L©s 22 _an 29 _13 (29)
HLM 1o i Iy R s2)

Fiscal Year Ended September 30, 1985

.

§ 1,070 § 12 $-- $-- $ - $ -
1,33% 226 .- .- - .-
32,99 3,53 - 582 245 (12)
2212 209 . 392 _8 sa)
A $a106 ¥} 1334 g8 £460)

.

Fiscal Year Ended September 30, 1984

135,813 .09 RS L5807 R UL
( ) Denotes red figure.
Notes: (a) Reference is made in Note (1) of the notes to consolidated
financial statements with respect to the basis for the

provision for depreciation.

(b) Represents the following:

1985 1964
Accusulated provision for depreciation
applicable to property acquired b-- $10
Proceeds from sale of property 10 1
Contributed property which has been retired .- 62
1o &

(¢} For fiscal year 1984, o segregation of the accumulated provision
for depreciation, as set forth in Columm A of the related Schedule of
Property, Plant and Equipment, at Original Cost (Schedule ¥), is not
wailable.

- n_j7

Coluan €

Other changes

418 (v)

413 (v)

Column F

Balance
at end of

period

$ 2,13
1,805
38, 487

2,875
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North Shore Gas Company and Subsidiary Companies Schedule VIII
Page 1 of 2
VALUATION AND QUALIFYING ACCOUNTS
(000*s)
Column A Column B Column C Column D Column E
Additions Deductions
(harged tharges for the
Balance to costs purpose for which the Balance
at beginning and reserves or deferred at end of
Description of period expenses credits were created period

For Fiscal Year Ended September 30, 1986

RESERVES (deducted from assets in balance sheet):

Uncollectible items 3 214 31,002 31,082 § 634

RE ERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:

Injuries and damages ) - $ 227 $ 227 $ -
Pensions 29 59 62 26
Other 739 544 681 602

Total $ 768 3 830 $ 970 $ 628

For Fiscal Year Ended September 30, 1985

RESERVES (deducted from assets in balance sheet):

Uncollectible items 3 662 3 786 3 734 3 214

RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:

Injuries and damages $ 33 $ 33 $ -
Pensions 32 6 9 29
Other 540 785 586 739

Total $ 512 $ 824 $ 628 $ 768

-37 -,
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North Shore Gas Company and Subsidiary Companies

VALUATION AND QUAL IFYING ACCOUNTS

Schedule Vi1l

_Column E_

(000°s)
Column A Column B Column C Column D
Additions Deductions
(harges (harges for the
Balance to costs purpose for which the
at beginning and reserves or deferred
Description of period expenses credits were created

For Fiscal Year Ended September 30, 1984

RESERVES (deducted from assets in balance sheet):

Uncollectible items 3 561 $ 5%

RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:

Injuries and damages $ -- $ 345

Pens fons 36 5

Other 531 1,150

Total 3 562 $1,500
-/38 -

9

_period |

Page 2 of 2

Balance

at end of 4




schedule 1X
North Shore Gas Company and Subsidiary Companies
SHORT-TERM BORROWINGS
(000's)
Column A Column B Column C Column D Column E (a) Column F (b)
weighted Maximum Amount Average Amount weighted Average
Category of Aggregate Balance at Average Outstanding Outstanding Interest Rate

Short-Term Borrowings

buring the Period

Commercial Paper

(a)

(b)

End of Period Interest Rate During the Period Ouring the Period

Fiscal Year Ended September 30, 1985

$ - -- $5,000 $ 83

Computed by multiplying the amounts outstanding by the days outstanding and
dividing the results by the number of days used in accordance with the loan
agreement .

Computed by dividing the applicable interest expense by the average amount
outstanding during the period.

There were no short-term borrowings in fiscal 1986 or 1984.

-39 .
vo
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North Shore Gas Company and Subsidiary Companies

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Schedule X

mMaintenance, depreciation, rents, royalties, advertising costs ana
research and development costs, other than those specifically acisclosed in the

Statements of Consolidated Income, are not significant.

Significant taxes, other than taxes on income, including those
charged to clearing and other accounts, are summarized as follows:

Fiscal Years Ended September 30,

Real estate, invested capital, personal

property, state capital stock and state

franchise
I1linois public utility
Municipal public utility
Social security

Other
Total

1986 1985 1984
(000" s)

$ 927 $ 910 $ 889
6, 800 7,394 7,107
4,173 4,501 4,364
614 " 577 548
311 248 244
242.800 £42.00 313U



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

NORTH SHORE GAS COMPANY

Date: ODecember , 1986 By: E. A. TRACY
E. A. Tracy
Chairman of the Board and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of the
registrant and in the capacities ingicated on December , 1986.

E. A. TRACY ' Chairman of the Board and Chief Executive
E. A. Tracy Officer and Director
(Principal Executive Officer)
D. G. HOLM ‘Vice President, Secretary and
D. G. Holm Treasurer and Director
(Principal Financial Officer)
M. IGASAKI, JR. Vice President and Oirector
M. Igasaki, Jr. (Principal Accounting Officer)
L. C. BALDACCI, JR. Director

L. C. Baldaccl, Jr.

J. B. HASCH Director
J. B. Hasch
J. HINCHLIFF Director
J. RinchII?F
R. E. TERRY Director
R. E. Tergy
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North Shore Gas Company and Subsidiary Companies

EXHIBIT INDEX

(a) The exhibits listed below is filed herewith anc mace a part thereof:

Exhibit Number Description of Document Page Number

3-a Amendment to the Articles of
Incorporation of the Registrant
from the State of Illinois,
dated April 16, 1986.

3-b Articles of Incorporation, as
last amended.

3=c Amendment to the By-Laws of the
Registrant, dated march 27, 1986.

3-d By-Laws, as last amended.

(b) Exhibits listea below have been filed heretofore with the Securities
and Exchange Commission pursuant to the Securities Act of 1933, as
amended, and/or the Securities Exchange Act of 1934, as amended, and
are ‘incorporated herein by reference. The file number and exhibit
nunber of each such exhibit are stated in the gescription of such

exhibits. :
Exhibit
Nurber Description of Document
4-3 Indenture, dated as of April 1, 1955, from the Company to

Continental Illinois National Bank and Trust Company of Chicago
as Trustee; Third Supplemental Indenture, dated as of December
20, 1963 (North Shore-File No. 2-35965, Exhibit 4-1); Fifth
Supplemental Indenture, dated as of February 1, 1970 (File No.
2-35965, Exhibit 4-2); Supplemental Indenture, dated as of
October 1, 1973 (Form 10-K for the fiscal year ended September
30, 1980, Exhibit 4-3); Supplemental Ingenture, gated as of
February 15, 1977 (Form 10K for the fiscal year ended September
30, 1980, Exhibit 4-4); and Supplemental Indenture, dated as of
September 15, 1980 (Form 10-K for the fiscal year ended
September 30, 1980, Exhibit 4-5).



SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended September 30, 1985 "Commission File Number 2-35965

NORTH SHORE GAS COMPANY

(Exact name of registrant as specified in its charter)

Illinois 36-1558720
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North Shore Gas Company

ANNUAL REPORT ON FORM 10-K

FISCAL YEAR ENDED SEPTEMBER 30, 1985

PART I

ITEM 1. BUSINESS

GENERAL

North Shore Gas Company (Company) is an operating public utility
engaged primarily in the purchase, storage, distribution and sale of natural
gas at retail to approximately 101,000 residential, commercial and industrial
customers within its service area of approximately 275 square miles, located
in northeastern Illinois. It serves 56 communities and adjacent areas,
including those situated along Lake Michigan from winnetka, Illinois to the
Illinois-Wisconsin state line. This area, with an estimated population of
385,000, contains residential concentrations and a diversity of industrial and
commercial establishments, as well as some farm lands. The Company had 224
employes at September 30, 1985.

The Company holds certificates of public convenience and necessity
issued by the Illinois Commerce Commission (I1l. C.C.) for the conduct oy the
Company of its operations in the territory which it serves. It holds a
license agreement from Lake County, Illinois, and, with minor exceptions,
franchises from all of the incorporated cities and villages in its service
territory. The franchises are of various terms and expiration dates, and are
generally subject to various other conditions, restrictions or limitations not
deemed materially burdensome.

At September 30, 1985, all of the common stock of the Company and of
its affiliate, The Peoples Gas Light and Coke Company (Peoples Gas), was
wholly-owned by Peoples Energy Corporation (Peoples Energy). On Septemper 9,
1981, Peoples Energy's common stockholders approved a plan of reorganization
which became effective on November 30, 1981. This reorganization resulted in
two separate, unaffiliated holding companies - Peoples Energy and MidCon
Corp. See Item 3, "Legal Proceedings" for additional information regarding
the reorganization.

COMPETITION

Competition in varying degrees exists between natural gas and other
fuels or forms of energy available to consumers in the Company's service
area. Natural gas prices remained relatively stable during the last year,
enabling gas to maintain a definite edge over competitive fuels. Overall,
natural gas prices in the Company's service area compared very favorably on a
national basis. The possibility of new or improved sources or uses of energy,
limitations on future gas supply, changes in relative prices of competing
fuels, changes in environmental controls and other factors could, in the
future, affect the Company's business. See "Federal Legislation and
Regulation”.
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ITEM 1. BUSINESS (Continued)

SALES AND RATES

The Company sells natural gas having an average heating value of
approximately 1,000 British thermal units (Btu's) per cubic foot.* Sales are
made and service rendered by the Company pursuant to rate schedules on file
with the Ill. C.C. containing various service classifications largely
reflecting customers' different uses. Monthly adjustments to the Gas Charge
under the Company's rate schedules provide for the pass-through of the
increases or decreases in natural gas supplier rates, purchased storage
service costs, transportation charges, liquefied petroleum gas costs and
purchases of synthetic natural gas (SNG). 1In addition, under the tariffs of
the Company, the difference in any fiscal year between costs recoverable
through the Gas Charge and the revenues billed to customers under the Gas
Charge is recorded either as a current liability or current asset (with a
contra to gas costs) and the difference is refunded or recovered over a
twelve-month period beginning the following January 1. See Note (3), "Rate
Matters" of Notes to Consolidated Financial Statements for more information.

The Company has experienced load losses resulting from economic
conditions and conservation efforts by customers. The basic marketing plan of
the Company is to retain its strong position in the residential market while
seeking expansion of the commercial and industrial markets.

STATE LEGISLATION ANG REGULATION

The Company is subject to the jurisdiction of and regulation by the
Il11. C.C., which has general supervisory and regulatory powers over
practically all phases of the public utility business in Illinois, including
rates and charges, issuance of securities, services and facilities, systems of
accounts, investments, safety. standards, transactions with affiliated
interests, as defined in the Illinois Public Utilities Act, -and other matters.

Illinois legislation (Legislation) has been enacted which requires
the I1l. C.C. to implement on a three-year trial basis regulations which, in
general, will prohibit a utility from discontinuing service to any low-income
customer who is eligible for assistance in paying his heating bills under the
Illinois Home Energy Assistance Program, provided such customer pays a
specified portion of his income to the utility. The Ill, C.C. has implemented
the Legislation by emergency rules effective for a 150-day period commencing
on December 1, 1985. Under such emergency rules, a qualified low-income
customer will not be required to pay a gas utility more than 8% of such
customer's income during the winter heating season. The Company may
experience a rise in uncollectible accounts in the future due to the
Legislation and the Ill. C.C.'s regulations thereunder, but the Company
cannot reasonably determine at this time the future impact of this Legislation.

The Il1l. C.C. has adopted the federal safety standards established
under the Natural Gas Pipeline Safety Act of 1968 and is enforcing such
standards with respect to the Company. The Company has a continuing program
of inspection designed to keep all of its facilities in compliance with
pipeline safety and pollution control requirements. The Company has made a
complete inspection of all of its operational facilities and to the best of
its knowledge is in substantial compliance with all pipeline safety and
pollution control requirements.

* All volumes of natural ?as set forth in this report are stated on a 1,000
Btu (per cuic foot) billing basis.
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ITEM 1. BUSINESS (Continued)

FEDERAL LEGISLATION AND REGULATION

By Order entered on December 6, 1968 (Holding Company Act Release No.
16233), the Securities and Exchange Commission, pursuant to Section 3(a)(l) of
the Public Utility Holding Company Act of 1935 (Act) exempted Peoples Energy
and its subsidiary companies as such (including the Company) from the
provisions of the Act other than Section 9(a)(2) thereof.

The Natural Gas Policy Act (NGPA), a major part of the National Energy
Act enmacted in 1978, instituted important changes in the laws affecting the
natural gas industry. The NGPA (1) established ceiling prices at the wellhead
for both interstate and previously unregulated intrastate gas, (2) deregulated
the wellhead price of certain "high-cost" gas as of November 1, 1979, (3)
deregulated the wellhead price of a major portion of the nation's gas supplies
as of January 1, 1985, and (4) will deregulate the wellhead prices of gas in
other categories in 1987. No material financial impact has resultea for the
Company from NGPA deregulation provisions.

The NGPA also contains incremental pricing provisions which may result
in increased rates to certain classes of industrial customers. These
regulations are presently effective only for large industrial poilers. The
Federal Energy Regulatory Commission (FERC) has, by rulemaking, exempted from
incremental pricing all other industrial users which would otherwise pe subject
to these regulations under the terms of the statute. The Company has not
experienced any adverse market effect due to the incremental pricing
regulations.

Another part of the National Energy Act, entitled The Power Plant and
Industrial Fuel Use Act, prohibits new electric power plants and new major fuel
burning installations from using natural gas. Such end use limitations may
result in lost market opportunities for the Company.

In late 1985, the FERC issued Qrders 436 and 436A which, among other
things, offer pipelines an option, effective November 1, 1985, to transport gas
on a nondiscriminatory basis for all shippers under expedited regulatory
procedures. Pipelines that exercise this option are required, as a condition
thereto, to allow firm sales customers to reduce rataoly their gas purchases
under firm sales contracts or convert their gas purchases to firm
transportation service over a five-year period following the pipeline's
election to transport gas on a nondiscriminatory basis.

Under the nondiscriminatory transportation program, a participating
pipeline may provide transportation service directly to, or for, end-users.
Such direct transportation service could have adverse effects on the Company.
To date, the Company's supplier has not elected to participate in the
nondiscriminatory transportation program. The Company is unable, at this time,
to determine whether the FERC orders will have any material effect on its
future operations.

GAS SUPPLY ADVANCES AND INVESTMENTS

During the shortage of the 1970's, the Company undertook several
programs to augment its gas supply. Since 1971, the Company, with Ill. C.C.
approval, through a pipeline supplier, has made advance payments or equity
investments in gas and oil exploration and development ventures. At
September 30, 1985, $1.9 million in advances and equity investments remain
outstanding. The Company is allowed by the Ill. C.C. to include such advances
and investments in the rate base and treat any profits or losses as utility
transactions. See Note (13) of Notes to Consolidated Finmancial Statements for
information on the Company's exploration subsidiary.
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ITEM 1. BUSINESS (Continued)

CURRENT GAS SUPPLY

The following tabulation shows the expected peak-day availability of

gas in thousand cubic feet (Mcf) during the 1985-86 heating season:

Peak-Day Year of
Availability Contract
(Mc?) Expiration
Source
Flow Gas
Naturalooo.o.'.oootooo oooooooooooooooo s s 00 135,371 l990 <a)
%oples &s (SNG)..QI..-.......O....O..... 17’000 (b) 1986
mmpany (w)'...0..0....'..:........Olll.. 60!000
. 212,371
Storage Gas
Natmal...l.‘.C..C.'...l.l.......l..."..‘ 101’579 (c) 1986-1995
Peoples Gas (Manlove).eeeeeecessossossonsse 59,000 (d) 1987
160,579
Total expected peak-day availability.... 272,350

(a)

(b)

(c)

(d)

Natural Gas Pipeline Company of America (Natural) may not terminate service
at the expiration of service agreements without receiving prior
authorization from the FERC.

The Company has a service agreement with Peoples Gas wnich provides for the
purchase of ten per cent of the production of Peoples Gas' SNG Plant. The
plant has a design peak-day production capability of 170,000 Mcf.

The Company has storage service withdrawals available from Natural of (1)
53,029 Mcf per day ‘subject to maximum seasonal withdrawal of 30 times the
maximum daily withdrawal under a service agreement extending to 1990, (2)
6,657 Mcf per day under a service agreement extending to 1992, (3) 4,055 Mcf
per day in the peak month, which is January, under a service agreement
extending to 1991, (4) 3,412 Mcf per day under a service agreement extending
to 1995, (5) 4,426 Mcf per day under a service agreement extending to 1986,
and (6) 30,000 Mcf per day under a service agreement extending to 1987.

The Company has a gas storage agreement with Peoples Gas which provides a
maximum withdrawal of 59,000 Mcf of storage service per day. The agreement
also makes available "needle peaking® capacity at the discretion of Peoples
Gas.



ITEM 1. BUSINESS (Continued)

CURRENT GAS SUPPLY (Continued)

The Company's sources of gas suppiy and the disposition of that gas in
million cubic feet (MMcf) for the three fiscal years ended September 30, 1985,
1984 and 1983 are as follows:

1985 1984 1983

Source:
Natural 31,802 33,630 29,945
Peoples Gas - SNG 841 738 953
Liquefied Petroleum Gas Produced 18 48 3
Storage Withdrawals 5,171 5,866 3,428
Total 37,832 40,282 34,329
Disposition:
Sales 32,022 33,624 30,310
Storage Injections 5,378 5,960 3,601
Company Use, Franchise Requirements
and Unaccounted for Gas 432 698 418
Total 37,832 40,282 34,329



ITEM 2. PROPERTIES

All of the principal plants and properties of the Company have been
maintained in the ordinmary course of business and are believed to be in
satisfactory operating condition. The following is a brief description of the
principal plants and operating units of the Company.

Tre distribution system of the Compary, as of September 30, 1985,
consists of 1,662 miles of distribution mains and necessary pressure
regulators, approximately 93,000 services (pipe connecting the mains with
piping on the customers' premises) and approximately 103,000 meters installed
on customers' premises. The Company has liquefied petroleum gasification and
storage facilities. It also owns and has a substantial investment in office
and service buildings, garages, repair shops and motor vehicles, together with
the equipment, tools and fixtures necessary to conduct its business.

Most of the principal plants and properties of the Company, other
than mains, services, meters, regulators and cushion gas in underground
storage, are located on property owned in fee. Substantially all gas mairs
are installed in public streets, alleys and highways, or under property owned
by others under grants of easements. Meters and house regulators in use ard a
portion of services are located on premises being served.

Substantially all of the physical properties now owned or hereafter
acquired by the Company are subject to (a) the direct, first mortgage lien of
the Company's Mortgage to the Continental Illinmois National Bark and Trust
Company of Chicago, Trustee, to secure the principal amount of the Company's
First Mortgage Bonds outstanding at September 30, 1985 and (b) in certain
cases other exceptions and defects which do mot interfere with the use of the

property.
ITEM 3. LEGAL PROCEEDINGS

Reorganization of Parent and Related Litigation

A reorganization of Peoples Energy approved by the common
stockholders and subsequently made effective on November 30, 1981, resulted in
two separate, unaffiliated holding companies, Peoples Energy and MidCon Corp.
(MidCon). Peoples Energy continued as the parent company for its two gas
utilities based in Illincis, Peoples Gas and the Company, while MidCon became
the parent for all other companies which were formerly subsidiaries of Peoples
Erergy.

By order issued November 19, 1982, the Circuit Court of Cook County
(Court) declared that the Ill. C.C. has no jurisdiction over Peoples Enrergy,
MidCon, and Hatural Gas Pipelire Company of America (Natural), as public
utilities, or over Peoples Energy's reorganization. The Court also
permanently enjoined the Ill. C.C. from exercising any jurisdiction over
Peoples Energy, MidCon, and Natural for the purpose of inquiry into Peoples
Erergy's reorganization, conducting hearings, or otherwise interfering with
Peoples Energy's reorganization. The Court also entered judgment denying all
requests for relief sought by the Ill. C.C. and intervenors against Peoples
Energy, Peoples Gas, and the Company in this and a companion case brought by
the I1l1. C.C.



ITEM 3. LEGAL PROCEEDINGS (Continued)

Reorganization of Parent and Related Litigation (Continued)

In December; 1982, the Ill. C.C. and five intervenors filed appeals
in the First District Appellate Court of Illinois. It is the opinion of the
Company's counsel and trial counsel that the declaratory relief and permanent
injunction order is proper and will be upheld in any appellate review.

In May, 1982, the State's Attorney of Cook County, Illinois and the
City of Chicago each filed a class-action complaint in the Federal District
Court for the Northern District of Illinois against MidCon, Peoples Energy,
Peoples Gas, the Company, certain officers and directors of these companies,
and Arthur Andersen & Co., Peoples Energy's independent public accountants.

The suits, among other things, allege that the defendants conspired
to defraud the customers of Peoples Gas and the Company by diverting revenues
received as a result of rate increases granted to such companies during fiscal
years 1977 through 1981, to finance, develop, and capitalize MidCon and the
entities which are now subsidiaries of MidCon following the November 30, 1981,
reorganization of Peoples Energy approved by its shareholders. The plaintiffs
allege violations of the Racketeer Influenced and Corrupt Organizations Act
(RICO) based on the defendants' purported use of U.S. mail in furtherance of
the alleged scheme to defraud. The plaintiffs allege damages in excess of
$100 million and seek, among other relief, the trebling of any damages awarded
as is permitted under RICO.

In 1983, the District Court dismissed in their entirety the
plaintiffs' suits and in September, 1985, the dismissal was upheld on
appellate review. The time for requesting review of the appellate decision
has not expired. The Company believes the dismissal order is proper and the
Company has no reason to believe that there is any merit to charges that were
set forth in the complaints. .

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.



PART II
ITEM 5. MARKET FOR THE COMPANY'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

The Company is a wholly-owned subsidiary of Peoples Energy.
ITEM 6. SELECTED FINANCIAL DATA

For fiscal years ended September 30, 1985 1984 1983 1982 1981
OPERATING ﬁé§UL|S (thousands)
Operating Revenues:
Residential $ 99,472 §$ 98,818 § 85,984 $ 90,465 $ 75,789
Commercial 40,837 40,319 35,532 36,325 31,276
Industrial 34,052 32,765 29,845 27,994 29,602
Other 966 1,199 1,374 1,708 1,405
Total Operating Revenues 175,327 173,101 "IS?f?BS 158,452 -135f577
Less - Gas costs lig,789 12§,31a 108,049 109,629 96,236
- Revenue taxes 026 11,598 10,541 11,049 8,050
Net Operating Revenues $ 44,512 ¥ 39,185 ¥ 3a,145 3 35,814 § 33,786
Net Income Applicable
to Common Stock $ 8,782 $ 6,847 $ 4,549 $ 5,719 §$ 5,485
GAS SALES VOLUMES (million cubic feet)
Residential 17,209 18,323 16,378 18,777 17,741
Commercial 7,946 8,377 7,563 8,361 8,200
Industrial 6,867 6,924 6,369 6,374 7,623
Total "—3§fﬁ§§ 33,624 30, 310 33,512 33,564
NUMBER OF CUSTOMERS (average)
Residential 94,393 93,126 92,256 91,769 91,542
Commercial 5,769 5,595 5,487 5,356 5,229
Industrial 700 695 655 631 642
Total : I00,862 99,416 98,398 97,756 97,413
DEGREE DAYS 8,650 7,177 8,235 7,224 8,415
Per cent of normal (6,455) 103 111 .97 112 99
ASSETS (thousands)
Property, plant and equipment $128,767 $121,629 $116,888 $110,993 $106,842

Less-Accumulated depreciation 41,803 38,477 35,873 32,547 29,301
Net Property, Plant and Equipment § 86,964 § 83,152 §$ 81,015 § 78,446 $ 77,541

Capital Expenditures $ 8,072 $ 6,186 $ 6,480 $ 4,869 $ 3,623
Total Assets $130,756 $122,780 $131,546 $126,041 $120,037
CAPITALIZATION AT YEAR END (thousands)
Common equity $ 41,197 $ 39,086 $ 37,824 $ 36,937 $ 35,279
Preferred stock 4,000 5,000 6,000 7,000 8,000
Long-term debt 33,082 38,494 39,936 41,204 42,710
Total 3 78,279 3 82,580 3 83,760 $ SS,IAI 3 85,989
TAPITACIZATION RATIOS AT YEAR END (per cent)
Common equity 53 47 45 43 41
Preferred stock 5 6 7 8 9
Long-term debt 42 47 _ 48 43 30
Total 100 100 100 100 100

The Company is a wholly-owned subsidiary of Peoples Energy; therefore, cash
dividends declared per share and earnings per share are omitted.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Results of Operations

Net income applicable to common stock increased oy $1.9 million in
1985 mainly due to a rate increase which became effective in late 1984. This
increase was offset, in part, by a reduction in gas sales due to warmer
weather than in the prior period. The increase in 1984 was mainly due to
weather that was much colder than the previous year, rate changes which became
effective in 1983, and increased interest income.

Weather variations affect the volumes of gas sold for heating and,
therefore, can have a significant impact on net income. The effect on net
* income of the major operating cost - that of gas purchased or proguced - is
mitigated because such costs are recovered from customers through the gas cost
recovery provision in the Company's rate schedules. A summary of significant
variations in income is presented below with explanations following:

Fiscal 1985 Fiscal 1984

QOver 1984 Over 1983
(Thousands of dollars) Amount % Amount %
Net operating revenues* $5,323 13.6 $5,044 14.8
Income taxes 2,383 34,1 2,206 46.1
Other income (515) (24.0) 507 31.0

Net Income Applicable to

Common Stock 1,935 28.3 2,298 50.5

* Operating revenues net of gas costs and revenue taxes.

( ) Denotes red figure.

The increase in 1985 net operating revenues resulted mainly from a
rate increase which became effective late in 1984, offset in part by weather
that was warmer than the previous year. The increase in 1984 was primarily a
result of colder weather in 1984 as compared toc 1983 and rate changes which
became effective in 1983.

The increase in income taxes in both periods reflects changes in
pre-tax income.

The decrease in other income in 1985 is mainly due to lower interest

rates. The increase in other income 1984 is mainly attributable to increased
interest income due to more cash available for short-term investments.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF QPERATIONS (Continued)

Liquidity and -Capital Resources

The Company has access to outside capital markets and, together with
internal sources of funds, expects to have sufficient resources to meet
capital requirements. The Company does not anticipate any changes that would
materially alter its present liquidity position.

Due to the seasonal nature of gas sales, a major portion of cash
collections occurs between November and April. Because of timing differences
in the receipt and disbursement of cash, and the level of construction
requirements, the Company may borrow on a short-term basis. Short-term
borrowings are either repaid with cash from operations or refinanced on a
permanent basis with debt and/or equity, depending on money-market conditions
and capital structure considerations.

In early fiscal 1985, Moody's Investors Service upgraded its rating
of the Company's bonds from A2 to Aa3 while Standard and Poor's upgraded its
rating of the bonds from A+ to AA-,

Additional bonds are issuable, upon Ill. C.C. approval, subject to
limitations by certain restrictive provisions of the open-end mortgages and
supplements thereto. Short-term cash needs are met through borrowing
arrangements with banks and/or the issuance of commercial paper. See Note
(10) of Notes to Consolidated Financial Statements.

Capital expenditures for additions, replacements and improvements of
the utility plant were $8 million in 1985, $6.2 million in 1984 and $6.5
million in 1983. Total capital expenditures for fiscal 1986 are estimated to
be $10.9 million.

See Note (16) of Notes to Consolidated Financial Statements for an
estimate of the effects of inflation on the Company.



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Public Accountants

Statements of Consolidated Income for the fiscal years
ended September 30, 1985, 1984 and 1983

Statements of Consolidated Retaired Earnings for fiscal
years ended September 30, 1985, 1984 and 1983

Consolidated Balance Sheets as of September 30, 1985 and 1984

Consolidated Capitalization Statements as of September 30, 1985
and 1984

Consolidated Statements of Changes in Financial Position
for the fiscal years ended September 30, 1985, 1984 and 1983

Notes to the Consolidated Financial Statements
Selected Quarterly Financial Data

ITEM 9. DISAGREEMENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicable.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To North Shore Gas Company:

we have examined the consolidated balance sheets and capitalization
statements of North Shore Gas Company (an Illinois Corporation, hereinafter
referred to as the Company and a wholly-owned subsidiary of Peoples Energy
Corporation) and subsidiary companies as of September 30, 1985 and 1984, and
the related statements of consolidated income, retained earnings and changes
in financial position for each of the three fiscal years in the period ended
September 30, 1985. Our examinations were made in accordance with generally
accepted auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered
necessary in the circumstances.

In our opinion, the consolidated financial statements referred to
above present fairly the financial position of the Company and subsidiary
companies as of September 30, 1985 and 1984, and the results of their
operations and changes in financial position for each of the three fiscal
years in the period ended September 30, 1985, in conformity with generally
accepted accounting principles applied on a consistent basis.

Qur examinations were made for the purpose of forming an opinion on
the basic financial statements taken as a whole. The financial statement
schedules listed in Item l4(a)2 are presented for purposes of complying with
the Securities and Exchange Commission's rules and regulations under the
Securities Exchange Act of 1934 and are not part of the basic financial
statements. These schedules have been subjected to the auditing procedures
applied in the examinations of "the basic financial statements and, in our
opinion, fairly state in all material respects the financial data required to
be set forth therein in relation to the basic financial statements taken as a
whole. ‘

ARTHUR ANDERSEN & CO.

Chicago, Illinois
November 6, 1985

-1l4 -



North Shore Gas Company

STATEMENTS OF CONSOLIDATED INCOME

~ (Thousands of Dollars)

CPERATING REVENUES:
Gas sales
Other
Total Operating Revenues

CPERATING EXPENSES:
Gas costs
Operation
Maintenance
Depreciation
Taxes - Income
- State and local revenue

- Other
Total Operating Expenses

CPERATING INCOME

OTHER INCOME:
Interest income
Miscellaneous
Total Other Income

GROSS INCOME

INCOME DEDUCTIONS:
Interest on long-term debt
Other interest i
Amortization of debt discount and expense

Miscellaneous
Total Income Deductions

NET INCOME
Preferred stock dividends

NET INCOME APPLICABLE TO COMMON STOCK

For fiscal years ended September 30,

1585 8%
$174,361 $171,902 $151,361
966 1,199 1,374
175,327 173,101 152,735
118,789 122,314 108,049
15,258 15,698 14,469
2,106 2,102 2,158
4,106 3,891 3,809
9,371 6,988 4,782
12,026 11,598 10,541
1,339 1,325 1,335

—t

_162,995 _163,916 _145,143
12,332 9,185 7,592
1,491 2,051 1,599
138 93 ' 38
1,625 2, T4k 1,637
13,961 11,329 9,229
3,693 3,795 3,908
1,005 124 134
24 24 24
—— a -
4,722 3,947 4,066
9,239 7,382 5,163
457 535 614
$ 8,782 $ 6,847 $ 4,549

STATEMENTS OF CONSOLIDATED RETAINED EARNINGS

{Thousands of Dollars)

BALANCE AT BEGINNING OF YEAR
Add - Net income
Deduct - Dividends on common stock
-~ Dividends on preferred stock

BALANCE AT END OF YEAR

For fiscal years ended

September 30,

1985 1984 1583

$ 14,329 $ 13,067 $ 12,180
9,239 7,382 5,163
6,671 5,585 3,662
457 535 614

$ 16,440 $ 14,329 $ 13,067

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

CONSOLIDATED BALANCE SHEETS
“(Thousands of Dollars)

PROPERTIES AND OTHER ASSETS

CAPITAL INVESTMENTS:

Property, plant and equipment, at original cost
Less - Accumulated depreciation

Gas supply advances and investments
TOTAL CAPITAL INVESTMENTS

CURRENT ASSETS:
Cash
Temporary cash investments, at cost, which
approximates market value
Receivables -
Customers, net of allowance for uncollectible
accounts of $714 and $662, respectively
Other
Materials and supplies, at average cost
Gas in storage, at last-in, first-out cost
Gas costs recoverable through rate adjustments
Prepayments
TOTAL CURRENT ASSETS

DEFERRED CHARGES
TOTAL PROPERTIES AND OTHER ASSETS

CAPITALIZATION AND LIABILITIES
see accompanying statement)

CURRENT LIABILITIES:
Accounts payable
Dividends payable on common stock
Dividends payable on preferred stock
Customer deposits
Sinking fund payments -

Long=term debt

Redeemable cumulative preferred stock
Accrued taxes
Gas sales revenue refundable
Accrued interest

TOTAL CURRENT LIABILITIES

RESERVES AND DEFERRED CREDITS:

Deferred income taxes - primarily accelerated depreciation
Investment tax credits being amortized over the average

lives of related property
Other
TOTAL RESERVES AND DEFERRED CREDITS
CAPITAL COMMITMENTS (note 1l)

TOTAL CAPITALIZATION AND LIABILITIES

As of Septemoer 30,

—_1985 1584

$128,767 $121,629
41,803 38,477
86,964 83,152
1,850 2,274
88,814 85,426
1,592 953
12,000 8,792
5,455 5,701
115 156
1,323 1,900
18,956 18,840
1,560 267
209 130
41,210 36,739
732 615
0,756 $122,780
$.78,279 $ 82,580
9,519 8,041
- 2,538

20 97

5,173 4,851
4,912 944
1’000 1'000
989 (1,001)
10,031 4,791
367 386
32,011 21,647
14,500 13,083
5,198 4,898
768 572
20,466 18,553
$130,75¢ 122,780

The accompanylng notes are an integral part of these statements,
( ) Denotes red figure.
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North Shore Gas Company

CONSOLIDATED CAPITALIZATION STATEMENTS

(Thousands of Dollars)

COMMON STOCKHOLDER'S EQUITY:
Common stock, without par value
Authorized 5,000,000 shares,
Qutstanding 3,625,887 shares
Retained earnings (see accompanying statement)

TOTAL COMMON STOCKHOLDER'S EQUITY

REDEEMABLE CUMULATIVE PREFERRED STOCK:
Exclusive of sinking fund payments, due within one year
Authorized 210,000 and 220,000 shares, respectively,
par value $100
7-7/8% Series, 10,000 and 20,000 shares
outstanding, respectively
-9% Series, 30,000 shares outstanding

TOTAL REDEEMABLE CUMULATIVE PREFERRED STOCK

LONG-TERM DEBT:
Exclusive of sinking fund payments, due within one year
First Mortgage Bonds =-
5% Series C, due December 1, 1986
4.8% Series D, due May 1, 1986
9-1/2% Series E, due February 1, 1995
8-3/8% Series F, due October 1, 1998
8-3/8% Series G, due February 15, 1992
12% Series H, due September 15, 1995

TOTAL LONG-TERM DEBT
TOTAL CAPITALIZATION

As of September 30,

1985 1984
$ 24,757 $ 24,757
16,440 14,329
41,197 39,086
1,000 2,000
3,000 3,000
4,000 5,000
1,607 1,742
- 2,677
6,625 6,875
7,750 8,000
3,600 4,200
13,500 15,000
33,082 38,494
78,279 82,580

The accompanying notes are an integral part of these statements.
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North Shore Gas Company

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL PQOSITION
(Thousands of Dollars)

For fiscal years ended September 30
1985 1984 1783

FUNDS PROVIDED:
Net income $ 9,239 $ 7,382 $ 5,163
Add - Principal items not requiring
current outlay of funds

Depreciation 4,106 3,891 3,809
Deferred income taxes - primarily accelerated
depreciation 1,353 1,122 1,012
Deferred investment tax credits - net 430 345 383
TOTAL FUNDS PROVIDED FROM COPERATIONS 15,128 12,740 10,367
Other 591 789 656
TOTAL FUNDS PROVIDED $15,719 $13,529 $11,023
FUNDS APPLIED:
Capital expenditures - construction $ 8,072 $ 6,186 $ 5,480
Reduction of: ,
Long-term debt 1,444 1,443 1,266
Preferred stock 1,000 1,000 1,000
Dividends on common stock 6,671 5,585 3,662
Dividends on preferred stock 457 535 614
Decrease in working capital (1,925) (1,220) (1,999)
TOTAL FUNDS APPLIED $15,719 13,529 $11,023

INCREASE (DECREASE) IN WORKING CAPITAL, EXCLUSIVE
OF SINKING FUND PAYMENTS, BY COMPONENT:

Cash and temporary cash investments $ 3,847 $(9,802) $ 1,638
Receivables and payables - net 850 3,682 (5,363)
Gas in storage 116 (146) -
Rate adjustments refundable or recoverable (3,947) 2,116 523
Accrued taxes (1,990) 2,949 795
Customer deposits (322) (129) 271
Materials and supplies (576) 136 9
Other 97 (26) 83

DECREASE IN WORKING CAPITAL $(1,925) $(1,220)  $(1,99)

The accompanying notes are an integral part of these statements.

( ) Denotes red figure.
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North Shore Gas Company

STATEMENT OF MANAGEMENT

These financial statements were prepared by management, which is
responsible for their integrity and objectivity. The statements are in
conformity with generally accepted accounting principles and, as such,
reflect judgments made by management.

Based upon the Company's accounting and internal control
systems, along with ongoing internal audit programs, management believes
that the accounting records are reliable for the purpose of preparing
financial statements and assets are appropriately safeguarded against
loss from unauthorized use.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

a. Principles of Consolidation

All subsidiaries of the Company are included in the consolidated
financial statements. All significant intercompany transactions have
been eliminated in consolidation. Certain items previously reported for
years prior to 1985 have been reclassified to conform with current year
presentation.

b. Property, Plant and Equipment

Property, plant and equipment is stated at original cost and
includes appropriate amounts of payroll taxes, employe-benef it costs,
administrative costs and an allowance for funds used during
construction.

Cc. Allowance for Funds Used During Construction

The assumed cost of all funds used to finance substantial and
lengthy construction is capitalized as a cost element of Utility Plant,
with an offsetting credit to Other Income. Under established regulatory
practices, the Company is permitted to include in its rates a fair
return on, and the recovery of, these capitalized costs by including
them in rate base and in the provision for depreciation.

There was no allowance for funds used during construction in
fiscal years 1985, 1984 and 1983.

d. Maintenance and Oepreciation

It is the practice of the Company to charge to maintenance the
cost of repairs, renewals and improvements amounting to less than
retirement units of property. Wwhen depreciable property is retired, its
original cost is charged to the depreciation reserve.

The provision for depreciation substantially reflects the
systematic. amortization of the original cost of depreciable property
over the estimated useful lives on the straight-line method.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

d. Maintenance and Depreciation (Continued)

Additionally, actual dismantling cost, net of salvage, is included in the
provision for depreciation in the month incurred. The amounts provided are
designed not only to cover losses due to wear and tear which are not
restored by maintenance, but also losses due to obsolescence and inadequacy.

The provision for depreciation, expressed as an annual percentage
of the original cost of depreciable property, approximated 3.7%, 3.6% and
3.7% for fiscal years 1985, 1984 and 1983.

e. Recovery of Gas Costs

Under the tariffs of the Company, the difference in any fiscal year
between costs recoverable through the Gas Charge and the revenues billed to
customers under the Gas Charge is recorded either as a current liability or
current asset (with a contra to gas costs) and the difference is refunded
or recovered over a twelve-month period beginning the following January 1.

f. Gas in Storage

Storage injections are priced at the fiscal-year average of
demand and commodity costs of natural gas and synthetic natural gas (SNG)
purchased. Withdrawals from storage are priced under the last-in,
first-out (LIFO) method. The estimated current replacement cost of gas in
inventory exceeded the last-in, first-out cost by approximately $37 million
and $36 million at September 30, 1985 and 1984, respectively.

g. Taxes

For federal and Illinois income tax purposes, for periods prior to
January 1, 1981, the Company adopted liberalized methods of computing
depreciation on property additions after December 31, 1953, and the Asset
Depreciation Range (ADR) system on property additions after December 31,
1970. For periods after December 31, 1980, the Company is utilizing the
Accelerated Cost Recovery System (ACRS).

Deferred income taxes for the difference between tax depreciation
computed on these methods and straight-line depreciation are charged to
income and credited to accumulated deferred income taxes. This account is
charged when liberalized, ADR, or ACRS tax depreciation becomes less than
straight-line depreciation.

The investment tax credits have been deferred and are being
amortized through credits to income over the book lives of related property.

At September 30, 1985, there are no timing differences for which
deferred income taxes have not been provided.

The preceding deferred-tax and tax-credit accounting conforms with
regulations of the Ill. C.C.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

PENSION PLANS AND POST RETIREMENT BENEFITS

The Company participates in two defined benefit pension plans
covering substantially all employes. Total pension expenses for fiscal
years 1985, 1984 and 1983 were $1.2 million, $1.1 million and $1.2
million, respectively.

The Company makes annual contributions to the plans equal to tne
amounts accrued for pension expenses, including amortization of past
service costs over periods varying from 15 to 25 years. Accumulated plan
benefit information, as furnished by consulting actuaries, and plan net
assets for the Company's pension plans are:

As of October 1
1984 1583

(Millions)
Actuarial present value of accumulated plan benefits:
Vested $14.4 $12.7
Nonvested 1.4 1.3
§15.§ 14,0
Net assets available for benefits $17.7 $17.1

The assumed rate of return used in determining the actuarial
present value of accumulated plan benefits was 6.5 per cent for both 1984
and 1983.

In addition to providing pension benefits, the Company provides
certain health care and life insurance benefits for retired employes.
Substantially all employes may become eligible for such benefit coverage
if they reach retirement age while working for the Company. The costs of
providing these benefits, which are unfunded, are expensed on the
Company's books when paid and amounted to $147,000 in fiscal 1985.

RATE MATTERS

In late fiscal 1984, the Ill. C.C. granted the Company a rate
increase of $7.1 million on an annual basis. The Company was allowed a
12.47 per cent rate of return on its original cost rate base which
reflects a 15.6 per cent cost of common equity. The new rates became
effective in September, 1984,



North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(4) COVENANTS REGARDING RETAINED EARNINGS

The Company's Indenture relating to the First Mortgage Bonds and
the Stock Purchase Agreements relating to the Cumulative Preferred Stock
contain provisions -and covenants restricting the payment of cash dividends
and the purchase or redemption of capital stock. At September 30, 1985,
such restrictions totaled $6.2 million out of total retained earnings of

$16.4 million.

(5) TAX MATTERS

Provision for Income laxes

For fiscal years ended September 30, 1985 1984 1983
(000's)
Current:
Federal $ 6,554 $ 4,658 $ 2,837
State 1,034 863 550
Total current income taxes 7,588 5,521 3,387
Deferred, net - Primarily accelerated depreciation
Federal 1,181 980 877
State 172 142 135
Total deferred income taxes - Primarily
accelerated depreciation 1,353 1,122 1,012
Investment tax credits - net:
Federal 395 325 383
State 35 20 -
Total investment tax credits - net 430 345 383
Total provision for income taxes $25.271 3 6,988 $ 4,782
Included in operating expenses as .
taxes - income $5.371 $ 6,988 $ 4,782
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(5) TAX MATTERS (Continued)

The following is a reconciliation between computed federal income tax expense
(statutory rate of 46 per cent times pre-tax income) and the total provision
for federal income tax expenses:

For fiscal years ended
September 30, 1985 1984 1983
Per Cent Per (Cent Per (Cent
Amount of Pre-tax Amount of Pre-tax Amount of Pre-tax
(000's)  Income (000's)  Income (000's) Income

Computed federal
income tax expense $7,990 46.0 $5,139 46.0 $4,260 46.0

Amortization of
investment tax
credit (241) (1.4) (235) (1.8) (216) (2.3)

Book depreciation
over depreciation

used in tax provision 78 0.5 60 0.5 55 0.5
Other 303 1.7 (1) - (2) -
Total provision

for federal

income taxes §§|120 46.8 §5,9§2 44.7 34,057 44,2

( ) Denotes red figure.

Tax returns for 1974 through 1979 have been settled with the Internal
Revenue Service resulting in a tax deficiency of approximately $416,000. The
impact on net income is not material since the issues consist of income tax
provision timing differences.

Tax returns for 1980 through 1982 have been audited by the Internal
Revenue Service and a tax deficiency of approximately $508,000 has been
proposed. Issues are being contested and the potential impact on net income
is not material since the issues consist of income tax provision timing
differences.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

DEFERRED CHARGES

As of September 30,

1985 1584
(0og's)
Deferred interest on gas sales revenue refundable $419 $315
Debt expense being amortized over the lives of
outstanding issues 198 225
Other 115 75
332 3615
COMMON STOCK

No common stock was issued during the fiscal years 1983 through
1985.

REDEEMABLE CUMULATIVE PREFERRED STOCK

7.875% 9.0%
Series Series
Year of issue 1977 1980
Shares outstanding 20,000(a) 33,000
Involuntary liquidation preference (00Q0's) $ 2,000 $ 3,000
Annual dividends per share $ 7.875 $ 9.00
Redemption options: -
Currently effective redemption price per share $100.98 (b)
Redemption price per share decreases
annually to issue price by (year) 1986 (b)
Redemption through certain refunding operations not
permitted prior to (year) — 1990

(9)

(a) Shares outstanding were reduced by 10,000 during fiscal
1985 to meet sinking fund requirements.
(b) Not currently redeemable at the option of the Company.

SINKING FUND REQUIREMENTS

Sinking fund requirements of preferred stock outstanding at
September 30, 1985, are $1.0 million for fiscal years 1986 and 1987.

There are no sinking fund requirements for fiscal years 1988 through 1990.

Sinking fund requirements and maturities of long-term debt
outstanding at September 30, 1985, for fiscal years 1986 through 1990 are
$4.9 million for 1986, $3.7 million for 1987 and $2.6 million each year
for 1988 through 1990.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SHORT-TERM BORROWING AND COMPENSATING BALANCES

Short-term cash needs of the Company are met through bank loans
and/or the issuance of commercial paper. The outstanding total amount of
these borrowings cannot at any time exceed total bamk credit then in
effect.

To cover projected short-term credit needs of Peoples Gas and
the Company and to support the long-term status of the Adjustable-Rate
Mortgage Bonds, Series U, V, and W of Peoples Gas, $100 million in bank
credit through an irrevocable revolving credit agreement with various
banks was established to extend through fiscal 1987, of which the Company
may borrow up to $15 million.

Payment for the revolving credit agreement with the banks is
through compensating balances and/or fees. There were no legal
restrictions on the withdrawal of compensating balances and the amounts
maintained during fiscal 1985, after recognizing historical float, were
not material.

CAPITAL COMMITMENTS

Total contract and purchase order construction commitments of the
Company at September 30, 1985, amounted to approximately $1.4 million.

ASSETS SUBJECT TO LIEN

The Indenture of Mortgage, dated April 1, 1955; as supplemented,
securing the First Mortgage Bonds issued by the Company, constitutes a
direct, first mortgage lien on substantially all property owned by the
Company .

EXPLORATION SUBSIDIARY

North Shore Exploration Company, a wholly-owned subsidiary of the

.Company was formed in 1973 to engage, directly or indirectly, in lease

acquisition and exploration and development programs. The exploration
unit has made investments totalling $4.1 million and through September 30,
1985, has amortized $3.1 million. The Company is allowed by the Ill. C.C.
to include such investments in its rate base and treat any profits or
losses as utility transactions.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

TEMPORARY CASH INVESTMENTS

Maturity As of September 30
"I§§§“J1""I§Eh i

(0o0's)
Eurodol;ar Deposits 10-01-85 $12,000 $ -
Commercial Paper 10-01-84 -— 8,792

12,000 8,792

LEGAL PROCEEDINGS

See Item 3 - "Legal Proceedings".
EFFECT OF CHANGING PRICES (Unaudited)

Consolidated financial statements in this report reflect the
historical cost of Company assets. The following two tables were prepared
in accordance with the Financial Accounting Standards Board (FASB)
requirements relating to changing price information. The tables provide
an estimate of the effect of inflation on the Company by presenting
selected information on the basis of conventional historical cost and
current cost. They should be viewed as estimates of the approximate
effect of inflation rather than a precise measure.

Current cost information reflects specific price changes from the
date of acquisition of the asset to the present. The Handy-Whitman Index
of Public Utility Construction Costs was used to develop specific prices.

Under established regulatory practices, utilities generally are
limited to recovery of historical cost of their properties in rates
charged to customers. When replacement of productive capacity is made by
a utility, resulting in a higher historical cost, that utility can file
for recovery of the increased depreciation expense and a return on the
higher cost of replacement property. The amount by which operating
results are affected is dependent, in part, upon the timeliness and extent
of such rate increases and cannot be projected.

Ouring periods of inflation, amounts recovered from customers will
have less purchasing power than historical dollars invested. As a result,
excess cost of the utility plant - stated in terms of current cost over
historical cost - is reflected as an adjustment to net recoverable cost.
Part of the loss in purchasing power from amounts invested in utility
assets 1is offset by the use of long-term debt and other fixed-return
securities to finance a significant portion of these assets. The
securities will be repaid with dollars having less value than those
received when the securities were issued.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

EFFECT OF CHANGING PRICES (Unaudited) (Continued)

Oepreciation expense was developed by applying historical
depreciation rates to various property accounts after the accounts were
adjusted for specific price changes. Storage gas inventories and gas
costs were not repriced because purchased gas costs are recovered
dollar-for-dollar through the gas cost recovery process. In accordance
with FASB guidelines, incaome taxes have not been adjusted.

Income Adjusted for the Effect of Changing Prices:

Current -
Cost
(MilIions)
Net income applicable to common stock, as reported $9
Erosion of net income due to additional depreciation
and adjustment to net recoverable costs (a) (3)
Reduction in economic obligation to repay net
amounts owed 1
Specific price changes in excess of general price
level changes _1
Net erosion of reported net income _(1)
Net income adjusted for the effect of changing
prices (b) 38

( ) Denotes red figure.

(a) At September 30, 1985, the current cost of property, plant and
equipment, net of accumulated depreciation, in nominal dollars, was
$217 million.

(b) Reported net income adjusted only for the additional depreciation
and adjustment to net recoverable cost would be $6 million.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(16) EFFECT OF CHANGING PRICES (Unaudited) (Continued)

Five-Year Comparison of Selected Supplementary Financial Data Adjusted for
Effects of Changing Prices in Average 1985 Dollars:

For fiscal years ended September 30,

1985 1984 1983 1982 1981
MiIIions)

Operating revenues - As reported $ 175 $ 173 3 153 3 157 $ 138
- In average .
1985 dollars $ 175 $ 179 ¢ 1,65 $ 175 $ 166

Current Cost Information:

Depreciation expense $ 10 $ 10 $ 9 $ 10 % 10
Specific price changes in excess of

general price level changes 1 3 (L 3 2
Net income adjusted for all

effects of changing prices 8 [3 4 5 2
Net assets at year-end $ 41 $ 39 3% 40 $ 40 $ 4l

General Information:

Reduction in economic obligation to

repay net amounts owed $ 1 3 2 3 1 3 2 $ 4
Average consumer price index 319.4 308.1 296.0 286.0 266.2
Year-end consumer price index 324.5 314.5 301.8 293.3 279.3

( ) Denotes red figure.
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North Shore Gas Company

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

First Quarter
1585
1984

Second Quarter
1985
1984

Third Quarter
1985
1984

Fourth Quarter
1985
1984

Fiscal Year
1985
1984

Operating
Revenues

$ 47,746
42,406

79,818
77,764

31,178
36,416

16,585
16,515

175,327
173,101

Operating
Income

(000"s)

$ 3,70
2,476

7,404
5,947

1,538
1,468

(319)
(706)

12,332
9,185

Net Income
Applicable
to Common

Stock

( ) Denotes red figure.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

IDENTIFICATION OF DIRECTORS

Name, Principal Occupation
and Other Directorships

Louis C. Baldacci, Jr.
President of the Company, Peoples Energy
and Peoples Gas; Director of Peoples Energy
and Peoples Gas.

James Hinchliff
Vice President and General Counsel
of the Company, Peoples Energy and
Peoples Gas; Director of Peoples Gas.

Donald G. Holm
vice President, Secretary and Treasurer

of the Company, Peoples Energy and Peoples Gas;

Director of Peoples Gas.
Masao Igasaki, Jr.

Vice President of the Company and Peoples Gas;

Vice President and Controller of Peoples Energy;

Director of Peoples Gas.

Richard E. Terry
Executive Vice President of the Company,
Peoples Energy and Peoples Gas;-
Director of Peoples Energy and Peoples Gas.

Eugene A. Tracy

Chairman of the Board of the Company,
Peoples Energy and Peoples Gas.
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Company
Age at Directorship

11-30-85 Since
60 1976
45 15985
58 1982
60 1982
48 1982
57 1978



ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY (Continued)

IDENTIFICATION OF EXECUTIVE OFFICERS

Position at Age at Position

November 30, 1985 11-30-85 Held Since
Louis C. Baldacci, Jr. President 60 1985
Patrick J. Doyle Vice President 48 1985
J. Bruce Hasch Executive Vice President 47 1985
James Hinchliff Vice President and 45 1984

_ General Counsel
Donald G. Holm Vice President,

Secretary and Treasurer 58 1981
Masao Igasaki, Jr. Vice President 60 1977
John A. Lawrisuk Vice President 57 1981
Ruel F. Lehman, Jr. Vice President 62 1975
Michael S. Reeves Vice President 50 1977
Richard E. Terry Executive Vice President 48 1584
Eugene A. Tracy Chairman of the Board 57 1981
Robert;M. Wilson Vice President 60 - 1981

Directors and executive officers of the Company were elected to serve
for a term of one year or until their successors are duly elected and
qualified.

There are no family relationships between directors and executive
officers of the Company.

All of the directors and executive officers of the Company have been

continuocusly employed by the Company and/or its affiliates in various
capacities for at least 10 years.
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ITEM 1l. EXECUTIVE COMPENSATION

The executive officers of the Company serve both the Company and its
affiliate Peoples Gas. Remuneration is paid by Peoples Gas with appropriate
amounts billed to the Company for the time such officers serve North Shore.
The Company was billed $326,823 for the services of these officers during
fiscal 1985. No individual executive officer's cash remuneration for service
to North Shore exceeded $60,000. Information regarding executive compensation
paid by Peoples Gas and its affiliates to Peoples Gas officers is set forth in
the Annual Report of Peoples Gas on Form 10-K for the fiscal year ended
September 30, 1985.

Compensation of Directors

All directors of the Company were officers of the Company who
received no compensation for serving as directors. .

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

As of November 30, 1985, voting securities of the Company were owned
as follows:

Type of Number of Per Cent of
Name and Address Ownership Shares Owned Class

Common Stock without par value

Peoples Energy Corporation Owned Both of
122 South Michigan Averwe Record and 3,625,887 100%
Chicago, Illinois 60603 Beneficially

Redeemable Cumulative Preferred Stock, $100 Par Value

SAFINSCO Owned of Record(a) 16,667 33.3%
Seattle First National

Bank
Box 12657
Seattle, WA 98111
National Union Fire Owned Both of

Insurance Company Record and 3,333 6.7%
70 Pine Street Beneficially
New York, New York 10270
GMAC Commercial Corporation Owned Both of 30,000 60.0%
General Motors Building Record and
3044 West Grand Boulevard Beneficially
Detroit, Michigan 48202

Total 20,000 100%

(a) Beneficially owned by SAFECO Insurance Company of America
SAFECO Plaza
Seattle, Washington 98185
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MAHNAGEMENT (Contirued)

SECURITY OWNERSHIP OF MANAGEMENT

No equity securities of the Company are beneficially owned directly
or indirectly by any director or officer of the Company.

Information regarding Common Stock, without par value, of Peoples
Energy beneficially owned directly or indirectly by directors and executive
officers of the Company is set forth in the Annual Report of Peoples Gas on
Form 10-K for the fiscal year ended September 30, 1985.

CHANGES IN CONTROL

None.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
None.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
(a) 1. Financial Statements:
See Part II, Item 8.
2. Financial Statement Schedules:
Schedule
Number
I Marketable Securities - Other Investments
v Property, Plant and Equipment at Original Cost
VI Accumulated Provision for Depreciation of
Property, Plant and Equipment
VIII valuation and Qualifying Accounts
IX Short-Term Borrowings
X Supplementary Income Statement Information
3. Exhibits:

(b) Reports on Form 8-K filed during the final quarter of fiscal year 1985:

None.

See Exhibit Index on page 44.
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Name of Issues and
title of each issue

North Shore Gas Company and Subsidiary Companies

MARKETABLE SECURITIES - OTHER INVESTMENTS

(000's)
Number of shares Cost of Market value of
or units - principal each each issue at

amount of bonds and notes issue balance sheet date

Schedule 1

Amount at which each portfolio
of equity security issues and
each other security issue
carried in the balance sheet

MARKETABLE SECURITIES
turodollar Deposits:
National Westminster

Fiscal Year Ended September 30, 1985

Bank $12,000 12,000 $12,000
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North Shore Gas Company and Subsidiary Companies Schedule ¥
fuge 1 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL (OST
{000* 5)
Columa A Column 8 Column C Column D Column E Column F
Balance Transfers Salance ;
at beginning Additions between at end of J
Classification of period at cost Retirements accounts period V
Fiscal Year Ended September 30, 1985
Public utilfty facilities:
Gas plant In service -
Production plamt $ 3.8 $ 14 $ -- $ -- $ 3,79
Storage plamt 6,254 539 -- -- 6,793
D stribution plamt 102,830 6,385 582 -- 108,633
General plant (WX ] 648 352 -- 7,087
Construction work in progress 7% 426 -- - 1,178
Gas stored underground - Noncurremt 588 60 - -- 646
Tota) public wtility facilities 120,999 8,072 934 -- 128,137
Nomutility property 630 - -~ .- 630
Total property, plant and equipment, at
origiml cost FiFN Y-} L8072 49 § E—_— 4128,267
Fiscal Year Ended September 30, 1964
Pablic utility factlities:
Gas plant in service -
Production plamt $ 3,77 $ 6 $ -- $ - $ 3,784
Storage plant 5,675 579 - .- 6,254
Distridution plant 99,327 L7 176 62 102,830
General plant 6,347 1,178 k) -- 6,791
Construction work ta progress 557 195 - - 752
Gas stored underground - Noncurremt 574 14 -- -- 588
Total public uttlity facilities 116,258 6,186 1,507 62 120,999
Nonutilfty property 630 -- -- -- 630 |
Total property, plant and equipment, at
origim) cost 1116889 46,106 A L50 62 221,629




North Shore Gas Company and Subsidiary Companies Schedule V
Page 2 of 2
PROPERTY, PLANT AND EQUIPMENT, AT ORIGINAL COST
(000" 5)

Column A Column B Column C Column D * Column £ Column F

Balance Transfers Balance
at beginning Additions between at end of

Classification of period at cost Retirements accounts period

Fiscal VYear Ended September 30, 1983

Public utility faclilities:
Gas plant in service -

Production plant $ 3,762 $ .16 $ -- $ - $ 3,778
Storage plant 5,089 586 - - 5,675

01 stribution plant 95, 340 4,530 543 -- 99,327
General plant 5,353 1,036 42 -- 6,347
Construction work in progress 245 N2 -- - 557
Gas stored underground - Noncurrent 574 -- -- - 574
Total publfic utiifty facilfties 110,363 6,480 585 -- 116,258
Nonutility property 630 - -- -- 630

Total property, plant and equipment, at
origina) cost £110,993 4 _6.480 4585 j S £116.888
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— Oescription

Pblic wtility facilities:
Gas plant in service
Production plant
Storage plant
Distridbution plant
General plant

Total sccumulation provisien
for depreciation

Public uttlity facilities:
Gas plent 1n service (b)

Public utility facilities:
Gas plant in service (b)

Lolymd

Salaace
at begimning
o peried

E K

:

:

North Shore Ges Company and Subsidiary Companies

ACCUMMATED PAOYISION FOR DEPRECIATION OF PROPEATY, PLANT AND EQUIPMENT

{000° 5)
Column C - Column 0 _Colym€
Additions charged to Deduct retirements
Retirement Stores and
Depreciation Clearing of property Cost of afiscellaneous
—Supente  accoymts At cost  dlsmantling __(salvage) Other changes
Fisca) Year Ended September 30, 1985
b $-- $-- $-- $-- $ -
26 - -- -- .- --
3,6 - 582 245 (12) 10
209 w 382 _8 {a8) -
.0 Rir Ry RE3 269) 420 ()
Fiscal Year Ended September 30, 1984
e ReL ALSQ %] 19 4173 ()
Fiscal Year Ended September 30, 1983
A 00k 1 585 3 B WkL)) 1210

{ ) Denotes red fligure.

Motss: (al Reference s made in Note (1) of the notes to Consolidated
Financial Statements with respect to the Dasis for the

provision for deprectfation.

(b} For years prior to 1965, a segregation of the accumulatad provision
for depreciation, as set forth {n Column A of the related Schedule of
Property, Plant and Equipment, at Original Cost (Schedule ¥), i3 not
available.

{c) Represents the following:

Accumulated proviston for deprecistion

applicable to property scquired $-- $10 $2
Proceeds from sale of property 10 ) --
Contributed property which has been retired = _62 -
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North Shore Gas Company and Subsidiary Companies

VALUATJON AND QUALIFYING ACCOUNTS

(000* s)
Column A Column B
Balance
at beginning
Description of period

Column C Column D

Mditions Deductions

Oharges Charges for the

to costs purpose for which the
and reserves or deferred

expenses credits were created

For Fiscal Year Ended September 30, 1983

RESERVES (deducted from assets in balance sheet):

Uncollectible ftems 3 446
RESERVES (not deducted from assets in balance sheet) AND
DEFERRED CREDITS:
Injuries and damages $ -
Pensions |
Other 58
Total 3 5589
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Column E

Balance
at end of
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Schedule IX
North Shore Gas Company and Subgidiary Companies
SHORT-TERM_BORROWINGS
(000's)

Column A Column B Column C Column D Column E (a) Column F (b)

Welghted Maximum Amount Average Amount Weighted Average

Category of Aggregate Balance at Average OQutstanding Outstanding Interest Rate
Short-Term Borrowings End of Period Interest Rate During the Period Ouring the Period During the Period

Fiscal Year Ended September 30, 1985

Commercial Paper $ — - $5,000 $ 83

(a) Computed by multiplying the amounts outstanding by the days outstanding and
dividing the results by the number of days used in accordance with the loan

agreement .

(b) Computed by dividing the applicable interest expense by the average amount
outstanding during the period.

There were no short-term borrowings in fiscal 1983 or 1984.
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Schedule X

North Shore Gas Company and Subsidiary Companies

SLPPLDGNT ARY INCOME STATEMENT INFORMATION

Maintenance, depreciation, rents, royalties, advertising costs and
research and development costs, other than those specifically disclosed in the
Statements of Consolidated Income, are not significant.

Significant taxes, other than taxes on income, including those
charged to clearing and other accounts, are summarized as follows:

Fiscal Years Ended September 30,

1985 1984 1983
(000's)
Real estate, invested capital, personal
property, state capital stock and state
franchise 3 910 $ 889 $ 906
Il1linois public utility 7,394 7,107 6,539
Municipal public utility 4,501 4,364 3,888
Social security 577 - 548 503
Other 248 244 236
Total $ 13,630 $ 13,152 12,072
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

NORTH SHORE GAS COMPANY
Date: December 20, 1985 By: E. A. TRACY

k. A. Tracy
Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of tne
registrant and in the capacities and on the date indicated.

E. A. TRACY Chairman of the Board and Director

t. A, lracy (Principal Executive Officer)

D. G. HOM Vice President, Secretary and

D. G. Holm Treasurer and Director

(Principal Fimancial Officer)
M. IGASAKI, XR. Vice President and Director
M. Igasaki, Jr. (Principal Accountirg Officer)
. December 20, 1985
L. C. BALDACCI, R. Director

L. C. Baldaccl, Jr.

J. HINCHLIFF Director
J. Hinchliff
R. E. TERRY Director
R. £. Terry

- 43 -



(a)

(b)

Exhibit

Number

3-b

3¢

4-a

North Shore Gas Company and Subsidiary Companies

EXHIBIT INDEX

The exhibit listed below is filed herewith and made a part thereof:

Exhibit Number Description of Document Page Number
3-a By-laws of the Company as 45

amended September 6, 1985.

Exhibits listed below have been filed heretofare with the Securities
and Exchange Commission pursuant to the Securities Act of 1933, as
amended, and/or the Securities Exchange Act of 1934, as amended, and
are incorporated herein by reference. The file number and exhibit
number of each such exhibit are stated in the description of such
exhibits.

Description of Document

Corporate Charter, as amended, of the Company from the State of
Illinois (File No. 2-29139, Exhibit 3-1).

Form L. Statement of Resolution Establishing Series Adopted
by Board of Directors, $100 Cumulative Preferred Stock,
9.0%)Series (Form 10-K for the fiscal year ended September 30,
1980).

Indenture, dated as of April 1, 1955, from the Company to
Continental I1llinois National Bank and Trust Company of Chicago
as Trustee; First Supplemental Indenture, dated as of July 1,
1957; Second Supplemental Indenture, dated as of December 1,
1961; Third Supplemental Indenture, dated as of December 20,
1963; Fourth Supplemental Indenture, dated as of May 1, 1964
(File No. 2-35965, Exhibit 4-1); and Fifth Supplemental
Indenture, dated as of February 1, 1970 (File No. 2-35965,
Exhibit 4-2); Supplemental Indenture, dated as of October 1,
1973 (Form 10-K for the fiscal year ended September 30, 1980,
Exhibit 4-3); Supplemental Indenture, dated as of February 15,
1977 (Form 10-K for the fiscal year ended September 30, 1980,
Exhibit 4-4); and Supplemental Indenture, dated as of September
15, 1980 (Form 10-K for the fiscal year ended September 30,
1980, Exhibit 4-5).



